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FOREWORD 


At the request of several of its group policyholders engaged in 
the banking business, the Policyholders’ Service Bureau made a 
survey of profit-sharing plans among banks and financial insti- 
tutions. 

The material presented herewith was obtained largely through 
correspondence, supplemented, in a number of instances, by inter- 
views with those officers who were most intimately informed as 
to the operation of the plans. 

Profit-sharing plans in banks which the bureau has studied 
may be conveniently classified into two groups—non-contributory 
and contributory—according to whether the distribution of profits 
is independent of contributions by the employees to a savings or 
provident fund. 

I. Non-ContTrisuTorY PLANS 

Under non-contributory plans the distribution of profits is not 
dependent upon the employees contributing a certain percentage 
of their salaries to a savings or insurance fund. Twenty-four of 
the thirty-one plans dealt with in this report are of this type. 

Purpose of Plans 

Profit sharing has been adopted by commercial trust com- 
panies, banks and other financial institutions with the same general 
purpose in view as that which has prompted its adoption by 


*Reprinted by permission of the Policyholders’ Service Bureau, Metropolitan 
Life Insurance Company, New York. 
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employers in other lines of business, namely, to promote the 
loyalty and codperation of the working force. It is felt by these 
institutions that if an employee is to render the highest form of 
service he should be made to feel that he has a vital interest in 
the success of the business. 

Profit-sharing, they believe, provides a means whereby this 
may be achieved. The extra compensation which an employee 
receives is dependent upon the profits which the bank makes. The 
bank’s profits in turn depend to a considerable extent upon the 
efforts which he and his fellow workers make to economize, to 
do work well, to retain the bank’s patronage, and to secure new 
business for it. Consequently, profit-sharing is believed to 
furnish employees with a direct incentive to render efficient 
service. 

The following from the profit-sharing plan of a middle 
western bank may be taken as typical of the objects which banks 
have had in view in installing such plans: 

“The purpose of this plan is to put the employees into 
closer relation with the officers of the bank and to give them 
a real interest in the results of its operations. Under the plan 
the size of their share of the profits depends on the earnings 
of the bank and the earnings of the bank depend in a large 
measure on their efforts jointly and severally. To that end 
it is urged that every reasonable effort be made to improve 
our systems or methods in such ways as may bring about 
economies. Suggestions in this regard to department heads 
will be welcomed by them.” 

In a number of instances the immediate reason for the 
adoption of profit-sharing has been the desire to find some satis- 
factory substitute for the war bonuses or extra salary payments 
which many banks gave their employees during the years of the 
world war. One bank in announcing the introduction of profit 
sharing, said with reference to such bonuses: 

“It is obvious that war bonuses as such should not be 
continued indefinitely. It is also quite apparent that the high 
cost of living which brought about the distribution of these 
bonuses will continue for some time to make heavy demands 
upon everyone’s income.” 

Profit-sharing was accordingly adopted in the belief that “it 
introduced a principle that would prove to be in the interest of 
both the stockholders and the employees of the bank.” This 
principle was outlined in the following terms: 
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“All members of the staff will appreciate that under this 
plan they are, in effect, not only employees of the bank, but 
partners in the business. Obviously it will be in the interest 
of all to codperate in every way possible in order that the 
service rendered by the bank may be of such a character as 
to hold its present patronage and attract new business to the 
institution. To further this purpose the officers of the bank 
invite suggestions and changes in our system tending toward 
a more economic and at the same time adequate administra- 
tion of the bank. No bank in the country has a better name 
than the one with which we are associated and there is every 
evidence that the future has in it great prospects for the 
growth and prosperity of the institution. Every employee is 
in a position to help materially in bringing about this result.” 

Who May Share in the Profits 

In the great majority of instances all employees and officers 
are eligible to share in the fund, provided they are possessed of 
certain length of service qualifications. 

A California trust company restricts participation to “all 
employees in the banking departments.” 

A Delaware company distributes its profit-sharing fund among 
the non-executive officers and employees. 

A Wisconsin bank excludes from its plan “employees engaged 
in the maintenance or operation of the bank building or those 
specially employed on retainers.” 

A southern bank excludes officers whose annual salary exceeds 
$7,500 and a Massachusetts trust company does not allow senior 
officers to share in its fund. 

The length of service required of employees in order for them 
to participate in profits ranges from two months to one year, the 
latter being the common requirement. A number of plans simply 
state that the participant must be employed on a certain date and 
make no mention of previous length of service. Thus a New 
York bank which distributes its profit-sharing fund as soon as 
possible after January 1st of each year, requires that employees 
must have been in service on December 15th of the preceding 
year in order to be eligible to share in the fund. In contrast to 
this is the plan of another New York bank which distributes 
profits to employees who are in its employ on December 31st of 
the year in which the profits were earned but which requires that 
participants must be in its employ on March 15th, June 15th, 
September 15th, and December 25th of the succeeding year. It 
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is evident that the service requirements of the latter plan are much 
more exacting than those of the former. 

An eastern bank which has length of service qualifications 
similar to those just outlined states that its profit-sharing fund is 
to be regarded as “an additional salary to those who shall faith- 
fully have performed their duties in the year during which the 
profits were earned and shall continue in the employ of the bank 
for the full year following such year.” If an employee is dis- 
missed either with or without cause, or voluntarily resigns his 
position at any time during the year following that in which the 
profits were earned, he is entitled to receive “only such portion of 
the profits to which he would otherwise be entitled as shall 
actually have been distributed up to the time of dismissal or his 
resignation, and shall not be entitled to any participation in any 
payment distributed thereafter.” 

Under most plans distribution of profits takes place in the 
year following that in which they were earned. 

A Wisconsin bank’s plan provides for distribution of the 
profits of the current year during that year. On June Ist, one- 
half of the estimated net profits for the twelve months com- 
mencing December Ist of the preceding year is distributed among 
the employees. In order to participate in such distribution, an 
employee must have been in the employ of the bank for a period 
of two consecutive months, immediately prior to that date. On 
December 20th the balance to make up the full portion of the net 
profits for the current year is distributed and in order to par- 
ticipate in that distribution an employee must have been in the 
employ of the bank for a period of two consecutive months imme- 
diately preceding the first of December just past. 


Method of Fixing the Profit-sharing Fund 


The profits to be distributed among the participants of a non- 
contributory fund are determined either by the payment of the 
same dividend rate on the wages of the employees as that paid 
stockholders or by setting aside a certain percentage of the net 
profits either before or after dividends have been paid. Four of 
the twenty-four non-contributory plans studied by the bureau 
distribute profits on the basis of the same rate of dividends on 
employees’ salaries as that received by stockholders on their 
stock holdings. In one plan an individual’s share is graded accord- 
ing to his length of service. 
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The common method of determining the size of the profit- 
sharing fund in non-contributory plans is to set aside a certain 
percentage of the annual net profits after the deduction of divi- 
dends and certain capital charges. 

The plan of a Pittsburgh trust company provides that from 
the net profits of the year there shall be deducted an amount 
equal to 7 per cent. of the capital, surplus and undivided profits 
as of the first day of January of the current year. After making 
the above deductions, 15 per cent. of the residue of the net profits 
is appropriated as the share of the profits in which the employees 
are to participate. 

A Baltimore bank, which recently discontinued its plan, 
deducted from its net profits for each year an amount equal to 
7 per cent. of its capital, surplus and undivided profits and set 
aside 20 per cent. of the remainder for the profit-sharing fund, 
provided that amount did not exceed 5 per cent. of the capital, 
surplus and undivided profits. 

Some plans make specific mention of the deductions that are 
to be made from the year’s profits before the profit-sharing fund 
is established. Thus one New York bank deducts from the profits 
of operations of the year, exclusive of profits or losses of invest- 
ment account, the following items: 

. Expenses, including salary. 

. Interest on deposits. 

. Taxes paid and estimated. 

. Extra compensation to employees. 

. Allowance for losses. 

. Six per cent. of the capital, surplus and undivided 
profits of the bank. 

Twenty-five per cent. of the remainder is taken to form the profit- 

sharing fund. 

The profit-sharing fund in another New York bank is one- 
quarter of the net profits of the year after the payment of all 
expenses, “including taxes and dividends up to $1,000,000.” 

The president of a Cleveland trust company outlined for the 
bureau the method of determining the size of the profit-sharing 
fund in his institution as follows: 

“We determine first the amount of the company’s net 
earnings for the year, in which operation we make deduction 
for expenses of all kinds, including new equipment, altera- 
tions and repairs and provisions for all taxes. From the 
amount then remaining we make the following deductions: 
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1. A dividend equal to 6 per cent. of the total capital 
and surplus. 
2. All actual losses on loans and discounts. 
3. As reserve for depreciation of securities, 1 per cent. 
of the total amount of investment. 
The total of these three items is deducted from the net 
income which leaves a balance of which 30 per cent. is set 
aside as the fund for distribution among the officers and 
employees.” 

In two of the non-contributory plans studied by the bureau, 
the profits are set aside for distribution among the employees 
prior to the payment of dividends. 

Under the plan of a New York trust company, two funds are 
provided for. Three and one-half per cent. of the net earnings 
for each year are reserved to be distributed among employees 
only. The “net earnings” are defined as “so much of the gross 
earnings, receipts and credits of the company’s business for the 
year as shall remain after deducting all expenses incurred in the 
conduct of the business, including taxes, interest and other 
charges, and all losses, depreciation, charge-offs, or reserves 
created for any purpose, as entered upon the books of the com- 
pany for the year, but before payment of dividends.” After the 
above deduction has been made from the net earnings and also an 
amount equal to 10 per cent. of the capital, surplus and undi- 
vided profits of the company, the second fund is established, which 
is one-fifth of the net earnings as so reduced. 

The object of this dual fund, as stated by the company, is “to 
provide through the first fund that the employees shall be assured 
of a fairly uniform payment of additional compensation, even in 
years in which the officers may receive nothing in addition to 
their salary; and through the second fund that in prosperous 
years, the employees shall have an increased share in the pros- 
perity of the company.” 

A plan similar to the above, except in minor details, is in 
operation in an Illinois trust company. 


Basis of Distribution 


Profits are distributed under non-contributory plans among 
participants on either a basis of salary alone, or a combination of 
salary and length of service. The factor of efficiency or merit 
is also included in a number of plans. 
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Where profits are paid in the form of a salary dividend the 
basis of payment is the amount of the individual’s salary. His 
share is not affected by his length of service insofar as it may be 
reflected in his salary. An exception to this is the plan of a 
southern bank which pays a quarterly dividend of 6 per cent. on 
the annual salary of each clerk of five or more years’ service. 
Employees with less than five years’ service receive the same 
quarterly dividend, but instead of payment being based on the 
full amount of the salary received during the previous 12 months, 
it is calculated as follows: 

“Employment of 4 years and over: 
Six per cent. on 90 per cent. of the salary received 
during the previous 12 months; 
Employment of 3 years and over: 
Six per cent. on 80 per cent. of the salary received 
during the previous 12 months; 


Employment of 2 years and over: 
Six per cent. on 70 per cent. of the salary received 
during the previous 12 months; 

Employment of 1 year and over: 
Six per cent. on 60 per cent. of the salary received 
during the previous 12 months; 

Employment of less than 1 year: 
Six per cent. on 50 per cent. of the amount actually 
received up to the time of distribution.” 

Apart from those cases in which dividends are paid on the 
individual’s salary, eight of the twenty-four non-contributory 
plans distribute profits on the basis of salaries alone. A variation 
of the usual plan of distribution is that of a New York bank 
which excludes elected officers from participation in the fund if 
it is less in amount than 10 per cent. of the aggregate salaries of 
those other than elected officers. If the fund is equal to more 
than 10 per cent. of the aggregate salaries of all members of the 
staff, those other than elected officers share in it at 10 per cent. of 
their salaries and the elected officers share in the balance only. 

In eleven plans the individual’s share is graded according to 
the combination of the two factors of salary and length of service. 
A California bank distributes one-half of the employees’ share of 
the profits in the proportion that the individual’s monthly salary 
bears to the total of the monthly salaries of all the participants 
and one-half in such proportion as the individual’s monthly salary 
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multiplied by years of service bears to the total of such amounts 
for all participants. The plan in operation in a Pennsylvania 
financial institution provides that 60 per cent. of the profits shall 
be distributed on a basis of individual salaries and 40 per cent. 
on the basis of salaries multiplied by length of service. 


An eastern trust company distributes its profit-sharing fund on 
the basis of salary and length of service of officers and employees 
by taking the individual’s salary during the current year as the 
standard for arriving at the amount of his share in the fund and 
multiplies it by the length of service factor as follows: 


Class I. 

“For officers and clerical employees coming into the employ 
of the company during the year 1923, their actual salary 
divided by two shall be taken as the basis. 

Class II. 

“For officers and clerical employees coming into the employ 
of the company during the year 1922, their salaries multi- 
plied by two shall be taken as the basis. 


Class III. 

“For officers and clerical employees coming into the employ 
of the company during the year 1921, their salaries multi- 
plied by three shall be taken as the basis. 

Class IV. 

“For officers and clerical employees coming into the employ 
of the company during the year 1920, their salaries multi- 
plied by four shall be taken as the basis. 

Class V. 

“For officers and clerical employees coming into the employ 
of the company during the year 1919, their salaries multi- 
plied by five shall be taken as the basis. 

Class VI. 

“For officers and clerical employees coming into the employ 
of the company during the year 1918 and prior thereto, 
their salaries multiplied by six shall be taken as the basis.” 

Three of the non-contributory plans divide the participants 
into groups and allocate a certain percentage of the profit-sharing 
fund to each group. 

A New York trust company, which sets aside for distribution 
among employees only three and one-half per cent. of its annual 
net earnings before the payment of dividends, distributes one- 
fifth of the net earnings after such deduction and that of an 
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amount equal to 10 per cent. of the capital, surplus and undi- 
vided profits as follows: 
“45 per cent. among employees not officers ; 

35 per cent. among senior officers chiefly responsible for 
the conduct of the business, conservation and manage- 
ment of the company ; 

20 per cent. among other officers.” 

The employees’ share of both funds is distributed on the basis 
of a combination of salaries and length of service. Of the senior 
officers’ share, one-half is distributed on the same basis and one- 
half is placed in a special service fund. Of the other officers’ 
share, two-thirds is distributed on the basis of salaries and length 
of service and one-third is placed in a special service fund. Pay- 
ments are made from the special service fund to such officers as 
are selected by the board of directors as deserving special recog- 
nition for services rendered. The plan provides that the setting 
aside of the special service fund shall not reduce the pro-rata 
distribution in either of the officers’ groups to less than 10 per 
cent. of the amount of the salaries of the officers in such group. 


An Illinois trust company divides the participants in its profit- 
sharing fund into three similar groups, but distributes the fund 
in a different manner among them. A special service fund is set 
up for each group so that employees and “other officers” as well 
as senior officers “who have rendered specially meritorious service 
during the year” are compensated. Fifty per cent. of the fund of 
each group is distributed on the basis of the ratio of the indi- 
vidual’s salary to the total salary in the group; 30 per cent. on the 
basis of the ratio of the current yearly salary of the individual 
multiplied by years of service, not exceeding ten years, to the 
total of yearly salaries multiplied by years of service; and 20 
per cent. is contributed to the special service fund for distribution 
on the recommendation of the president to those individuals in 
the group whose services merit such additional compensation. 

Another example of a plan in which the amount of the 
employee’s share is dependent upon his efficiency as well as his 
salary and length of service is that of a New York trust company. 
Certain standards of excellence are set up by the management and 
the individual’s profits depend on the extent to which he attains 
those standards. This method of distribution may be best 
explained by an illustration. “A,” who receives a salary of $2,000 
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per annum and has been with the company 4 years, has been 
punctual in his attendance for eight months of the year, and 
during that time was absent but one day. His share of the profits 
would be calculated as follows: 


SE to tec en cd abachhebene en hee 2,000 units 
Add two and one-half per cent. for each of 4 
years’ length of service ...........ccceeee- 200 units 
Add two per cent. for each of 8 months’ 
ee ee ey er 320 units 


Add fifteen per cent. for absence of but one day 
according to the following schedule: 


SRD tk b.nne64s ok a0 20 per cent. 
1 day’s absence .......... 15 per cent. 
a ene ie 10 per cent. 
Se: CEG as wes 5 per cent. 
Ba ON a Sewwnunas 0 per cent. 
300 units 
(0 Ae 2,820 units 


If the total units (dollars) of all employees is 350,000, “A’s”’ 
share of the profits is 2,820 





350,000 
Form and Time of Distribution 

In all of the non-contributory plans covered in this survey 
profits are distributed in cash, with but one exception. The Union 
Savings Bank and Trust Company of Cincinnati originally paid 
employees their profits in cash, but later abandoned this method 
of payment. Mr. J. G. Schmidlapp, chairman of the board of 
directors of the company, in a recent statement declared that the 
payment of cash was a mistake. It was his experience that in 
order to get the full benefit of the operations of a profit-sharing 
plan it was necessary for the company to “take charge of the 
accumulation of this fund, investing it or allowing as large a 
rate of interest as possible to be compounded, say, at 5 per cent. 
per annum and permitting employees to withdraw their portions 
only when it is to be used for the purchase of a home or to 
invest in some security approved of by the company and to be 
kept in its custody.” 

This is the only instance that has been learned of in which 
a bank assumes charge of the employees’ share of the profit- 
sharing fund, but many banks have encouraged employees to 
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invest their profit shares in the bank’s own stock, Liberty bonds, 
or other dependable securities. One New York trust company 
endeavors to induce its employees to deposit their profit shares in 
a special thrift account on which 10 per cent. interest is paid on 
accounts up to $500 and 5 per cent. on amounts in excess of that 
sum. 

Profits are distributed either annually on or about January Ist, 
semi-annually, usually July 1st and December Ist, or quarterly, 
in March, June, September and December. 


Management and Control 
In all plans of the non-contributory type management and 
control is invested wholly in the board of directors of the bank. 
The bank reserves the right to modify the plan in any respect or 
discontinue it. 


Results Obtained from Operation of Plans 

Of the twenty-four non-contributory plans dealt with in this 
report, seventeen are at present in operation. Expressions of 
opinion as to the results of such plans were obtained by the bureau 
from nine companies. Of these, seven expressed themselves as 
highly satisfied with the effect of the plans upon the morale and 
efficiency of the employees, while two reported that little if any 
benefit had resulted. 

The president of a Pennsylvania trust company which pays 
employees the same rate of dividend on their salaries as‘ that paid 
stockholders, wrote that the plan had worked “very satisfactorily.” 
In his opinion, profit sharing is “a good investment from the 
standpoint of the stockholders.” Through the operation of the 
plan all employees were made partners in the institution and they 
became directly interested in its welfare and prosperity. 

A New York trust company which distributes profits on the 
same basis reported that: 

“Tt goes without saying that the operation of the plan is 
conducive to closer codperation and increased loyalty. In 
our case the employees feel sure that they are partners in 
the institution.” 

The secretary of another New York trust company which has 
had a profit-sharing plan for the last seven years, referred par- 
ticularly to the spirit of codperation which has been developed 
among the employees as a result of the plan. He wrote: 
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“We feel that the plan has been exceedingly successful, 
stimulating endeavor for business building and that all of 
our 1,100 old employees are big rooters for their company. 
It has encouraged savings of materials and time. There 
seems to be a decided spirit of codperation throughout the 
various departments of the bank, the knowledge of partner- 
ship causing a desire for the production of results.” 

The vice-president of one New York bank wrote that it was 
his belief that the plan exercised a “very beneficial influence on 
the loyalty and morale of our employees.” 


A Massachusetts trust company, which has had a profit-sharing 
plan in operation since 1913, insures all of its employees with one 
year’s service for $1,000 without cost to them. It reported that 
its profit-sharing plan together with the insurance feature “yield 
returns to the company in the increased interest of the majority 
of our employees and in their loyalty to the company. 

In contrast to the foregoing is the statement of an eastern bank 
which has had a plan in operation for two years. One of the 
officers of this bank wrote that the effect of the plan upon the 
loyalty and morale of the employees “is open to question.” While 
it was believed that the majority of the employees appreciated the 
action of the bank in setting aside a certain percentage of its 
profits for distribution, yet there had been several instances where 
employees would stay just long enough to share in the distribu- 
tion and then leave. It was considered, however, that on the 
whole the system was a good one and that it increased the 
efficiency of the better type of clerk and made him a more loyal 
and desirable employee. 

Another bank reported its plan to be very effective among its 
“higher class employees.” The plan was stated to have had a 
stabilizing effect upon labor turnover and to have been of assist- 
ance in keeping the employees “reasonably contented.” 

Two financial institutions in which profit-sharing plans are 
operating at the present time wrote that their plans had been of 
but small value. The comptroller of one New York trust com- 
pany informed the bureau that the profit-sharing plan had proved 
a disappointment “in respect to the average clerk, as the distri- 
butions are soon forgotten and have little or no effect in holding 
an employee when some apparently more attractive offer comes 
along.” During the year 1920, the distribution of profits in this 
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bank was unusually large, but it had little effect in holding the 
rank and file during 1921 and 1922. 

The president of the Pennsylvania trust company above cited 
wrote the bureau in April, 1922, with reference to the profit- 
sharing plan in his company as follows: 


“It hasn’t been from every viewpoint a great success. It 
has resolved itself into a semi-annual distribution based on 
excess earnings in addition to the regular salaries of the 
officers and employees who participate. Our original idea 
was to enable our employees to set aside a certain amount to 
be invested by the officers of the bank as a nest-egg for them. 
The particular plan that we had in mind of getting our 
employees more interested in the affairs of the bank by 
having them acquire stock, was taken advantage of by only 
three or four out of the thirty-five or forty. 

“There has been no systematic saving that we can dis- 
cover. Of course, in 1919 (date of the adoption of the 
plan) living expenses had not yet declined and we imagine 
many of our employees found it difficult to make both ends 
meet, even with the benefits of our profit-sharing plan. 

“We have not found that it has any influence what- 
soever in keeping our employees. We have several who in 
the last three years resigned their positions within three 
months before the distribution period, knowing full well that 
they forfeited the benefits of the plan, but evidently with 
the idea that with a few protestations of love and loyalty 
for the old company, they might still be included in the next 
distribution.” 


A year later this officer reported on the operation of the plan: 


“We have yet to discover any evidence of any increase 
in the loyalty or improvement of the morale of the employees 
since the instalment of the profit-sharing plan. It is con- 
sidered, we are afraid, by a large majority, if not all, of our 
employees as an additional compensation which they look 
for and anticipate at the usual distribution periods. We had 
hoped that the bonus would be used to make investment in 
either our own bank stock, in Liberty bonds, or in some 
other good security, but there is very little indication of any 
desire along those lines. We think, as a general rule, the 
profits are anticipated just as are the salaries and that in 
consequence provision has been made for them before 
receiving them.” 


Reasons for the Abandonment of Discontinued Plans 
Of the seven abandoned non-contributory plans, two were 
discontinued at the time at which the bank in which they were 
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operating amalgamated with another financial institution. In 
one instance no information was supplied as to the results 
obtained from the plan during its operation, but in the other the 
vice-president of the bank reported that during its continuance, 
the plan proved to very successful. Labor turnover had been 
reduced and the employees had manifested an increased interest 
in their work and loyalty to the company. 

Operating originally under a bonus plan, a Baltimore bank 
adopted profit sharing in 1919, but after two years’ experience 
reverted to the bonus system. Some time after the establish- 
ment of the profit-sharing plan, one of the officers of the bank 
expressed himself as being highly pleased with the results. 
Employees were said to be exercising efforts to effect economies 
in ways they had not manifested before. They were also endeav- 
oring to increase the bank’s patronage and many new savings 
accounts were secured for the bank among the employees’ friends. 
In May of this year, however, the vice-president of the bank 
informed the bureau that the profit-sharing plan had been dis- 
continued because it was found that the old officers and employees 
by reasons of length of service received practically all of the 
profits, leaving the younger clerks only a very small proportion 
of the amount set aside. It was accordingly decided to operate 
on the basis of a 10 per cent. bonus on salaries. It is believed 
that this is better than the profit-sharing arrangement for the 
following reasons: 

“Should it happen that during the year the bank does 
not make money, it is not called upon to make this distri- 
bution as it is not a guaranteed fund. If, on the other hand, 


the bank had a very profitable year, if it so desired, it could 
declare an extra bonus to its officers and employees.” 


A Pennsylvania trust company gave as the reason for the 
abandonment of its profit sharing, the preference of the employees 
for fixed monthly pay rather than a semi-annual participation in 
the profits. 

“Conditions in the banking business” led to the discontinu- 
ance of the profit-sharing plan in a Cleveland bank. 

Failure of the plan to stimulate the interest of the employees 
in the bank’s business was cited by the cashier of a New York 
bank as one of the reasons for discontinuing profit sharing. 
Despite the fact that it is explicitly stated in the plan that profits 
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are entirely apart from salary, employees came to look upon their 
share as part of their salary. The profits paid over a period of 
years ranged from eighteen per cent. to twenty-five per cent. of 
salaries. When business conditions necessitated a reduction in 
the amount of the individual’s share, the employees “became sore 
because they thought they were being deprived of something that 
they felt to be theirs by right.” After several years’ experience 
with profit-sharing it was this executive’s opinion that profit- 
sharing as a means of bettering the morale or strengthening the 
loyalty of the “average clerk” was a failure. 


II. ContTrisputory PLANS 


In contributory profit-sharing plans a certain percentage of 
net profits is distributed only among those employees who con- 
tribute a part of their salaries to a savings or insurance fund. 
Seven plans of this type are included in this. study. 

Purpose of Plans 

The purposes for which such plans have been established are 
identical with those which have prompted the adoption of non- 
contributory plans, namely, to promote the loyalty and codpera- 
tion of the working force. They are also calculated to develop 
the spirit of saving and thrift among the contributors, and where 
insurance is included, protection is afforded the employee’s bene- 
ficiaries in case of his death. 

The ‘“Profit-sharing Insurance and Savings Fund” of an 
Ohio bank states the following as its objects: 

1. To make it possible for all employees to share in the 
profits of the business they are helping to conduct. 

2. To provide insurance on the life of each employee who 
joins the fund for the benefit of the estate or family of 


such employee. 
3. To encourage all employees in the habits of thrift and a 
business-like regard for the future. 


Who May Share in the Profits 
Participation in profits and contribution to a fund may be 
either voluntary or compulsory. Usually a certain length of 
service is required before an employee is eligible to contribute. 
The “Savings and Profit-sharing Fund” of a Chicago bank 
stipulates that no officer or employee who has been in its employ 
for less than three years may participate, but “when he shall have 
been in the employ of the bank for at least three years” his 
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participation becomes compulsory. A Massachusetts trust com- 
pany requires contributions to its “Employees’ Saving Fund” as 
one of the conditions of employment. Participation becomes 
effective one year after date of employment. 

As a general rule all employees and officers whose length of 
service conforms to the requirements of the plan are eligible for 
membership. A Cleveland bank, however, confines contributions 
to employees, 

“including the manager of purchasing department, manager 
of safe deposit department, manager of foreign exchange 
department, manager of bookkeeping department, manager 
of new business department, assistant auditors, assistant 
cashiers, assistant trust officers, and other appointed officers 


not now existing, but not including the other active officers 
of the bank.” 


One plan in which contributions are compulsory after one 
year’s service specifically includes scrub women and cleaners 
among the employees who are eligible for membership. 


Bank Contributions 


A certain percentage of the annual net earnings after the 
deduction of dividends and contingent losses is generally set aside 
for distribution among employees who contribute. The net earn- 
ings may be determined annually, semi-annually, or quarterly, at 
which time the bank’s contribution is made to.the fund. Two 
plans provide that in case the banks sustain a loss there shall be 
no obligation on their part to contribute to the fund “for any 
subsequent period unless and until the loss or losses theretofore 
sustained shall have been made up and said bank completely 
reimbursed therefor.” 

Where the fund embraces savings, life insurance, and pension 
features, the profits to be shared among the contributors are 
apportioned among the various funds as in the case of a Chicago 
trust company’s “Profit-sharing Savings Investment Fund.” The 
company shares its profits with its employees by setting aside 5 
per cent. of its net earnings each year to be distributed as follows: 

1. An amount equal to the amount deposited by all employees 
is contributed to the savings fund. 

2. From the remainder is paid the cost of the group 
insurance. 

3. Any sums then remaining are credited three-fourths to 


the pension fund and one-fourth to the savings-investment 
fund. 
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In other plans the bank, in addition to distributing a certain 
part of its profits, pays the same rate of interest on money 
belonging to the fund which is not invested as is paid upon 
deposits in its savings department. 


Employee Contributions 

The amount of an employee’s contribution to a fund is usually 
confined between a certain minimum and maximum percentage 
of his salary. The maximum amount of his contribution is also 
usually set. 

The employees in an Illinois bank must contribute not less 
than 2 per cent. and not more than 5 per cent. of their annual 
salaries. No officer or employee, however, is permitted to con- 
tribute more than $200 per annum. Another plan states that 
employees of three months’ service may deposit from 2 to 5 per 
cent. of their monthly salary, but no employee may deposit more 
than $20 per month. Every employee may, however, deposit $5 
per month, even though such sum is more than 5 per cent. of 
his salary. 

Employees’ contributions are usually made through deduction 
from the payroll. 


Distribution of Bank Contributions 

The method of distribution of a bank’s contributions depends 
in part upon whether the fund is a savings fund alone or whether 
it embraces savings, insurance and pension features. 

Thus, while the entire contributions of a Chicago bank to its 
“Employees’ Savings and Profit-sharing Fund” are pro-rated and 
credited to the employees’ accounts in proportion to their respect- 
ive contributions, in another case the bank’s contributions are 
distributed partly as payment of the premium of group life 
insurance, partly in duplicating the employee’s contributions to 
the fund, and the remainder is credited to the account of each 
employee on a pro-rata basis. 

Two plans provide for distribution at the end of each fiscal 
year of the total of the employees’ and the bank’s contributions 
in proportion to the amount contributed by each employee. 

In only one bank is distribution of part of the company’s con- 
tribution made in cash. In this case, after paying the premiums 
on the life insurance, 20 per cent. of the bank’s contribution is 
distributed in cash among the depositors in proportion to the 
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amount each has paid in. The remainder is credited pro-rata to 
participating employees in the proportion that the amount 
deposited by each bears to the total amount contributed. 

Another plan provides that the bank’s contributions are to be 
credited only to such employees as are not guilty of “fraud, dis- 
honesty or misconduct as determined by the board of directors.” 


Payments When Made 
Provision is made in non-contributory plans for the pay- 
ment to employees of their own contributions and such of those 
of the bank to which they may be entitled in case of voluntary 
resignation, dismissal, retirement at pensioning age, or in case 
of illness or death. 

The regulations governing such payment vary considerably, 
but in all the plans studied the contributor when retiring on 
pension or in event of his death, receives, in addition to his own 
contributions, his pro-rata share of the money paid into the fund 
by the bank. 

A distinction is usually made between dismissal because of 
misconduct and that due simply to the fact that the employee’s 
services are no longer required. 

Under one plan an employee who resigns voluntarily or who 
is dismissed prior to the retirement age, receives his pro-rata 
share of the total fund less his pro-rata share of the last two 
semi-annual contributions of the bank, “‘provided, however, that 
if any employee is dismissed solely because the bank does not 
require his or her further services, the board of directors of said 
bank may authorize the payment to such employee of the full 
amount of his or her share of the fund.” But if an employee is 
dismissed because of fraud or dishonesty, he receives only his 
own contribution with interest thereon at the rate of 3 per cent. 
per annum. 

Payments may be made either in cash or securities as in the 
case of a Wisconsin plan: 

“All distributions made to employees under the terms of 
this agreement shall be in cash, provided, however, that at 
the request of such employee or his beneficiary, as the case 
may be, acquiesced in by the trustees, the trustees may make 
such distribution in acceptable securities at such values as 
shall be determined by said trustees, or partly in securities 
and partly in cash.” 
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Withdrawals and Loans 

The majority of plans prohibit employees from withdrawing 
any part of their interest in the funds during their time of 
employment. The plan of an Ohio bank is an exception to this 
in that it allows participating employees of ten years’ service and 
women depositors of five years’ service who leave to be married 
to withdraw all sums and their pro-rata share of the bank’s con- 
tribution. Depositors with less than ten years’ service under this 
plan may withdraw only the amount they have deposited plus 
interest at 5 per cent. per annum compounded semi-annually. 
Depositors who withdraw before the end of the ten-year term 
cannot reenter the fund, but a depositor withdrawing on or after 
the completion of his ten-year term may reénter the fund on the 
same basis as a new depositor. 

Employees are allowed to withdraw all or any part of their 
deposits at any time under the “Profit-sharing Savings Invest- 
ment Plan” of an Illinois bank. The amount subject to with- 
drawal is: 

“1. The full principal deposited by employee. 

2. Interest on such principal at 5 per cent. per annum, com- 
pounded semi-annually. 

3. As many twentieths of all of the bank’s contributions 
(exclusive of lapsed principal first credited to other 
employees) credited to the employee’s account as there 
are periods of completed years during which the amount 
— by the employee has been in the investment 
und. 

4. As many fifths of the interest accumulated on such bank 
contributions as there are periods of completed years 
during which the amount contributed by the employee 
has been in the investment fund up to the first annuity 
distribution. To this is added one-fifth of a completed 
six months’ period in excess of such completed periods 
of one year each.” 

This plan provides annuities for employees which may be 

withdrawn beginning with the sixth year that a member has been 


depositing in the fund. 

The general practice with respect to loans is that they are 
made to contributing employees only in cases of actual necessity. 
When a loan is made, the recipient is excluded from participation 
in the benefits of any contributions made by the bank and all 
contributions made by him during the continuance of the loan 


are used in liquidating it. 
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Management and Control 

The control and management of contributory profit-sharing 
plans is vested in a board of trustees, either selected jointly by 
employees and management or by the management alone. Four 
plans provide that the board of trustees shall be selected by the 
board of directors of the bank. The trustees are five in number, 
three officers or directors and two employees, not officers or 
directors. In each case the management has a preponderance of 
representatives on the governing body. 

The board of trustees is usually given the power to treat the 
contributions of the employees and of the company as one fund 
for the purpose of investment and reinvestment. The fund may 
be invested by the trustees in such securities and in such manner 
as they may deem wise. In two plans provision is made whereby 
the trustees of the fund shall not be limited in any way in the 
matter of investment and reinvestment by any of the state laws 
governing the investment of trust funds. 

While the control and management of a fund may be vested 
in a board of trustees composed of employees and representatives 
of the bank, the title to it usually vests in the bank alone. To 
quote from the plan of a Chicago bank which is typical of the 
arrangement in other plans: 

“The title to the fund shall rest absolutely with the party 
of the second part (bank) and any part thereof or interest 
therein shall not be grantable, transferable or otherwise 
assignable in whole or in part either by the voluntary or 
involuntary act of the parties contributing thereto or by 
operation of law, and shall not be liable for or be taken for 
any debt, liability or contract of any of the respective con- 
tributors, all right, title, and interest of said contributors 
having been by this agreement hereby absolutely transferred 
and assigned to said party of the second part (bank).” 

The bank does not, however, guarantee the fund from loss or 
depreciation but it undertakes that “ordinary diligence and care 
will be used in safeguarding it.” 

In all plans the fund is segregated from the bank’s other 
assets. Contributions are credited to it from time to time as they 
are received together with any profits resulting from the sale of 
assets. In the same way, there are deducted from it from time 
to time all taxes, charges, or expenses necessarily incurred in its 
administration, together with any losses either through the sale 
of assets or otherwise. 
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Amendment and Discontinuance 


Amendments to plans of the contributory type may be sug- 
gested by the board of trustees, but in order to be effective they 
must receive the approval of the board of directors of the bank. 

In two of the plans studied, amendments must also receive 
the approval. of the employees “‘representing not less than 51 per 
cent. of the total amount contributed by employees for the period 
ending on the first day of January or July next preceding.” One 
plan provides that no larger amount shall be required to be con- 
tributed by employees without the consent of “two-thirds in 
amount of the contributing employees.” 

Contributory plans may be discontinued by a vote of the board 
of directors of the bank, or, in one case, by the board of trustees 
of the fund itself. Six months’ written notice to employees is 
usually necessary before the plan may be abandoned, but, in one 
case, the board of directors may terminate the plan without 
notifying the employees in advance. 


Abandoned Plans 


The bureau has learned of only one abandoned plan. The 
reason for discontinuance was the consolidation of the bank in 
which it was operating with another financial institution. The 
bank’s officers are all in accord, however, that the plan “increased 
the loyalty and morale of the organization and stimulated the 
interest of the employees in the earnings of the bank.” 


Results Obtained from Operation of Plans 


The bankers who furnished the bureau with statements of 
their experience with contributory profit-sharing plans were 
unanimous in their expressions of satisfaction with the ptans and 
in their belief that the loyalty and codperation of the working 
force had been increased. 

A Chicago bank wrote that its plan had been satisfactory and 
beneficial both for itself and the employees, particularly in the 
following respects: 

“1. It has a tendency to hold in our organization desirable 

employees. 

2. It has a tendency to increase the interest of the employees 
in questions of management and bank policies affecting 
the profits of the bank. 

3. It gives the employee an added feeling of security as to 
protection in his old age.” 
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The vice-president of a middle western bank wrote that he 
was “very pleased with the results” obtained from the plan. It 
was his opinion that it tended to create “a deeper interest on the 
part of the employee in the affairs of the business.” 

The president of a Massachusetts bank which operates a com- 
pulsory profit-sharing and savings plan, while stating that it was 
difficult to estimate the effect of the plan on the morale of the 
employees, felt that it had stimulated them to save a larger part 
of their wages than they would have done otherwise. It was 
also believed that the hearty codperation of the employees had 
been secured through the plan. 

The fact that this is a compulsory plan makes this statement 
more interesting. Industrial employers have avoided compulsory 
measures in promoting industrial betterment work in the belief 
that better results are to be obtained where such work receives 
the voluntary endorsement of the employees more than where 
workers are compelled to support it. At the time the plan under 
discussion was adopted it was not obligatory for employees to 
join it. It was carefully explained to each employee by circular, 
and a mass meeting was later held at which employees were free 
to ask questions regarding it. The president wrote that when 
the employees were asked to join it, “every employee, even includ- 
ing the scrub women, came into the plan with the exception of 
two men who at that time apparently felt they could not afford 
to make the additional saving.” It was stated that not only had 
there been'no hesitation on the part of the employees to join the 
plan, but no difficulty had been experienced in obtaining the same 
kind of employees as would have been obtained had the plan not 
been in operation. 

“An unqualified success” were the words used by the vice- 
president of an Illinois financial institution in describing its 
“Profit-sharing and Savings-investment Plan.” This executive 
reported that a stimulating effect upon the loyalty and morale of 
the employees had been observed. “The further along we get in 
the plan,” he writes, “the greater the appreciation seems to be of 
the employees who are in it and their reluctance to withdraw.” 





































Federal Tax Board of Appeals 


By Frank Lowson 


The confidence of the taxpayers in the treasury department’s 
administration of the bureau of internal revenue has been shaken 
by the recent discussions in the public prints and by erroneous 
adverse decisions by the commissioner of internal revenue, but 
notwithstanding these, the taxpayer’s hope of getting a square 
deal has revived with the appearance of the Mellon bill which 
offers a new tax board of appeals. One construction that could 
be placed on that offer is that it is evident that the treasury 
department and the commissioner recognize the need for improve- 
ment in the administration of the income-tax law. The country 
is fortunate in having as secretary of the treasury a man who 
has the courage to propose such a new board. 

The Mellon bill proposes to have the board appointed by and 
responsible to the secretary of the treasury, but in no way under 
the commissioner of internal revenue, to sit as a semi-judicial 
board hearing both the taxpayer and the commissioner of internal 
revenue and to give an impartial judicial decision on the merits 
of the cases presented to it. On the other hand several public 
organizations have proposed to the ways and means committee of 
the house that in order to give more impartial results, the proposed 
board of tax appeals should be divorced from the treasury depart- 
ment and should be appointed by the president with the consent 
of the senate. Congress must decide which of these proposals is 
to be enacted into law. 

It is desirable to restore the taxpayer’s confidence. To do so 
it is necessary to provide such legal machinery as will in the 
opinion of the taxpayer give him a fair and impartial decision 
based solely on the merits of his tax case—as one witness before 
the ways and means committee expressed it, will give him “a fair 
run for his money.” 

Many taxpayers are dissatisfied with the decisions made against 
them by the commissioner. There can be no question that in 
many cases these decisions are wrong and that the taxpayer is 
justified in his dissatisfaction. Even in the cases where the 
taxpayers’ dissatisfaction is not well founded, an impartial hearing 
is necessary to determine that fact. Furthermore, even in the 
cases where a taxpayer’s dissatisfaction is unreasonable, it is 


183 








The Journal of Accountancy 








highly important, still, that a hearing be afforded him, because 
the bureau of internal revenue is vitally interested in maintaining 
the confidence of taxpayers that they will get an impartial hearing. 
The bureau of internal revenue is helpless, in spite of its great 
power, unless the rank and file of taxpayers have confidence in 
its fairness. The taxpayer will forgive the bureau more easily 
for being wrong, than for refusing to give a sufficient number of 
impartial hearings. That is, the public values fairness above 
accuracy. Both are important. If taxpayers are able to get an 
expeditious, impartial hearing from a judicial board, before which 
the government must be represented just as they are represented 
a board which does not combine the functions of judging and 
advocacy—he will feel better satisfied that he is getting a “fair 
run for his money.” It is not necessary to create a new judicial 
board to pass on cases other than those adversely decided by the 





commissioner. 

The new bill is unwise insofar as it provides that opinions 
shall not be written unless a special rule is made to that effect. 
On the contrary, it should provide that unless the chairman 
certifies “in the particular case that it is against the interest of 
the government for an opinion to be written, an opinion shall be 
written in every case.” This is necessary: (1) because otherwise 
the board might be making a serious mistake, which the inter- 
ested party could discover in a few minutes and call to the 
attention of the board for immediate correction, and (2) because 
it is impossible to convince a litigant that a case is being fairly 
decided if the judge refuses to give the reasons for his decision. 

As to (1) above, it is clear that a taxpayer cannot point out a 
mistake in fact or theory, no matter how flagrant it is, unless he 
knows the ground on which the decision is reached, and he cannot 
do that without an opinion. As to (2) above, there is virtually 
a presumption in the mind of a taxpayer that a decision that will 
not stand publication is probably not correct. To decide a case 
right a judge must analyze it thoroughly in his mind. If he does 
that, it is no trouble to write an opinion. If a judge finds that 
the statement of his reasons for a decision is difficult, it means 
that he has not had sufficient training to qualify him for his work, 
or that he does not know the reasons himself. 

The proposed secretary’s board, being a part of the treasury 
department, cannot be unbiased as the proposed president’s board, 
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which will more nearly have the status and independence of a 
court. Regardless of the length of tenure of office, any member 
of the secretary’s board could probably be removed on an inves- 
tigation and order of the secretary. The members of the 
president’s board, confirmed by the senate, could not be removed 
by any such procedure. 

Other points of difference might be raised, all should be raised 
now to assist congress in deciding what would best meet the 
country’s needs. The discussion should eliminate personalities. 
The present secretary of the treasury would undoubtedly appoint 
the best man he could find. The president would do likewise. 

A study of the tax simplification board report and the Mellon 
bill supplemented by conversation with at least four prominent 
officials of the treasury department, leads me to the conclusion 
that the Mellon bill contemplates the discontinuance of the present 
committee on appeals and review and that the proposed board of 
tax appeals should take over the work of that committee. 

It is hoped that that will not be done for several ‘reasons : 

1. The period of 30 days allowed by the Mellon bill in which 
to appeal to the board from the commissioner’s decision may be 
a sufficient time allowance to the taxpayer in which to complete 
such an appeal from a decision previously rendered by the com- 
mittee on appeals and review but it certainly would not be sufficient 
time to prepare and complete an appeal from a decision of the 
income-tax unit to the board of tax appeals. 

2. Conferences or discussions with the income-tax unit do not 
in practice develop all the points of objection by the department 
and in many cases do not develop the essential points on which 
the case may ultimately be decided. The recent order by which 
the taxpayer receives a copy of the unit’s contentions, unsupported 
by argument or references though they may be, gives the taxpayer 
an opportunity to prepare further to disprove the unit’s supposed 
facts or arguments or contentions. And later, at the committee 
on appeals and review hearings further information and briefs 
have frequently to be filed, either at the hearings or following 
thereon to answer the committeemen’s questions. Nothing should 
be done by the Mellon bill or the department under that bill to 
interfere with the foregoing process of developing the case and 
arguments. If that procedure is cut short or abolished it will be 
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a serious detriment to the taxpayer first, and to the government 
second. This is the opinion of a number of practical men. 

3. The new board is to be as nearly equivalent to a court as 
possible. It should not be burdened with investigation work such 
as the present committee on appeals and review must of necessity 
do. The new board should only have to decide the appeals on 
the cases rejected by the committee on appeals and review. That 
would cut the board’s work fifty per cent. and enable it to much 
more expeditiously give leading and authoritative decisions on 
much that is wrong now. These leading and authoritative 
decisions must then be accepted by the commissioner’s committee 
on appeals and review or taken to court. If accepted the result 
will be a clearing of the tracks for the committee on appeals and 
review and an increased production therefrom with similar bene- 
ficial reflex action on the income-tax unit. 

4. If the committee on appeals and review is abolished and all 
its work transferred to the new board, that board will in a short 
time find itself relatively in as bad a position as the committee on 
appeals and review is now with respect to volume of cases decided. 

5. The main object to be accomplished by the new board is 
to restore the confidence of the taxpayer that he will get an 
impartial judicial hearing. That can best and quickest be done 
by submitting to the board only the cases decided adversely to 
the taxpayer by the committee. 

The membership of the new board should be made up of 
lawyers, accountants or economists, and practical business men, 
each class equally in proportion as nearly as may be. 















Public Service of the Public Accountant* 


By J. ARTHUR MARVIN 


The subject assigned me presents two major points, in my 
opinion, namely : 
1. The public service of the public accountant to the public 
at large. 


2. The public service of the public accountant to govern- 
mental bodies. 


These I shall discuss in the order presented. 


I. SERVICE TO PuBLic AT LARGE 


Much has been written upon the subject of the “Public 
Service of the Public Accountant.” It is a large subject because 
the public at large necessarily includes the banker, lawyer, engi- 
neer, business man, and the small and large investors who are 
becoming more and more dependent upon the financial and 
operating statements certified to by reputable public accountants. 

Perhaps it would be best to go back a little and review whai 
has been built on the foundations laid by some of the older 
members of our profession. It has not been much more than a 
quarter of a century ago that public accountants of unquestionable 
reputation realized that if the profession of accountancy was ever 
to receive the recognition it was entitled to, they would have to 
organize and establish standards by which those then in the pro- 
fession should be governed, and to which those coming after 
could readily subscribe. The result of this was that a handful 
of men met in New York City and formed what was then known 
as the American Association of Public Accountants. Some of these 
men are still with us and should receive our utmost respect and 
codperation. Others have passed over the Great Divide. Their 
memory should be revered. 

I have not a copy of the original constitution and by-laws of 
the American Association of Public Accountants before me, as time 
would not permit my sending for it. I wish I had, because therein 
would lie the basis for this discussion. However, permit me to 
quote a part of article 1, section 1 of the constitution of the 
American Institute of Accountants: “Its object shall be * * * 





*A paper presented at a regional meeting of the American Institute of Accountants, 
Kansas City, Missouri, October 81, 1923. 


187 








The Journal of Accountancy 








to promote and maintain high professional and moral standards.” 
It seems to me that that is the basis for this discussion. 

As I look back over my twelve years’ experience as a public 
accountant, I am satisfied that greater strides have been made in 
promoting and maintaining high professional and moral stand- 
ards than in any of our other objectives. Only men who have 
had the future welfare of the profession at heart have succeeded 
in the profession and still maintain our respect and admiration. 
Therefore, in my opinion, the greatest responsibility falls upon 
the professional practitioner in the employment of junior account- 
ants for his staff. He should select only men of the highest 
character—men that will become a credit to the profession. I 
believe that this has been generally done in the past. It is for us 
to see that it is continued in the future. 

3ecause of the effort on our part to improve the professional 
and moral standards of our calling, we have gained a position in 
the mind of the public at large which we should jealously guard. 
This is founded on moral fibre alone and is the more valuable to 
the public because we have imposed these standards upon our- 
selves. No laws, as far as I know, have been enacted in this 
country that fix the legal responsibility of the public accountant. 
Therefore, we have a right to feel very proud of the progress we 
have made. Public opinion or our own protection may compel 
the passage of such laws in the future, but I sincerely trust this 
will not become necessary. 

This effort on our part to improve our professional and moral 
standards has resulted in our being called upon to render a much 
greater service today than we were called upon to render a decade 
ago. 

The services now rendered by our profession to the public 
at large may be briefly presented as follows: 

1. Preparation of financial and operating statements for the 

purpose of obtaining credit. 

Preparation of financial and operating statements to meet 

the requirements of blue-sky laws. 

3. Preparation of financial and operating statements for the 
purpose of consolidations. 

4. Preparation of financial and operating statements after 
giving effect to new proposed financing. 

5. Audits for the purpose of safeguarding the finances of 
all classes of businesses or institutions. 
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6. Assistance in the preparation of budgets for all classes of 
businesses and institutions. 

?. Preparation of statements or data showing the manage- 
ment of businesses why they are or are not operating at 
a profit. 

8. Preparation of statements showing sales statistics and 
their relation to the distribution of given products. 

9. Preparation of statistics showing the development of the 
various operations of a given business. 

10. Preparation of federal and state income-tax reports. 

11. Preparation of reports on estates and trusts. 

12. Preparation of reports for receivers in bankruptcy. 

13. Acting as receivers in bankruptcy. 

14. Acting as arbitrator in commercial disputes. 

15. Designing and installing cost systems. 

16. Designing and installing systems for the purpose of more 
efficiently collecting the data used in the preparation of 
the various statements and reports referred to above. 


The above may not be a complete list, but what a contrast this 
service is to that which existed in the public mind a decade ago. 
I can recail when the average business man only engaged the 
services of the public accountant for the purpose of verifying the 
honesty of the person or persons in charge of his accounts and 
records. 

II. Service TO GOVERNMENTAL Bopies 

The recognition by governmental bodies of the value of the 
service rendered by public accountants is more recent. It is a 
logical recognition of the service we have rendered to the public 
at large, for who is better prepared to act in an advisory capacity 
to the legislative branches of the government on proposed finance 
and methods of taxation than the public accountant? He is 
probably in closer touch with the business man than any other 
group of professional men. We undoubtedly owe much to the 
recognition we have obtained from governmental bodies in the 
past few years, during and since the world war. Not only so 
far as it related to the service of the public accountant in assisting 
the government in developing systems and rules of accounting 
procedure, for the purpose of the prosecution of the war, but also 
in the assistance we have rendered to the bureau of internal 
revenue in an effort to reduce the complications arising from the 
recent income and excess-profits tax laws. Accountants of 
national reputation have continually been in consultation with the 
tax advisory boards in this effort. Another result that we have 
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obtained has been the recognition by the bureau of internal 
revenue of the rules of conduct’as prescribed by the American 
Institute of Accountants, and those prescribed by the American 
Bar Association. The bureau of internal revenue has used these 
as a basis for their most recent publications on the rules of practice 
before the treasury department. It is hard to enumerate all of 
the services we might render governmental bodies, but I think it 
is safe to assume that we should be able to be of great assistance 
in the following: 

1. Assisting the legislative branches of the government in 
devising ways and means of providing proper sources of 
revenue. 

2. Assisting our national, state, and municipal governments 
in the preparation of budgets. 

3. Assisting in the education of the administrative branches 
of the government in the use of more uniform records. 

4. Assisting in developing uniform systems of accounts and 
records in our various states that may be applied to polit- 
ical subdivisions thereof, regardless of size, and still be 
operative. 

The chances are that many of you will say to me that this 
involves the accountant to such an extent that he will have to 
eject himself into the political situation in his state, and that 
because of this he cannot remain non-partisan. This is probably 
true when a large amount of remunerative work is involved, but 
I have in mind the work we can do in an advisory capacity as an 
organization. What greater service can be rendered by the public 
accountants organized as they are, than to take up proposed tax 
legislation regardless of its effect on any particular political sub- 
division of a state, and make an offer to the state to codperate 
with any branch of the government in an effort to help them 
solve their taxing and accounting problems? We talk a lot about 
ethical publicity and yet I feel that we are missing the greatest 
opportunity ever presented to us when we fail to recognize our 
own ability to help our various communities solve their financial 
problems. Mr. Edward E. Gore, our esteemed president, men- 
tioned this point in the remarks he made at Minneapolis last 
May. It is not enough for the American Institute of Accountants 
to be rendering the service it is to the national government—we 
should also reach out and help the state governments. It seems 
to me that the service the public accountant can render to a state 
and the political subdivisions thereof, lies through the recently 
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formed chapters of the American Institute of Accountants, or 
through the various state societies of public accountants. It is 
true that we are in our profession to make a living, but at the 
same time if we are to procure the recognition that should be 
ours, we must look forward to the time when we will give of the 
knowledge we have for the benefit of the communities in which 
we live. I would like to see this developed to such a point that 
whenever the legislative branches of the government have finan- 
cial problems to solve, whether national, state, or local, they will 
place their problems before the public accountant and ask his help 
in the solving thereof. To my mind this is our greatest avenue 
of publicity and will further add to the prestige of the reputable 
public accountant in this country. Our most profitable work often 
is not the work we get the most money out of, but it is that work 
which, when well done, adds to our prestige. This in the long 
run is the most remunerative. It seems to me that the most 
valuable thing that we can discuss at this meeting is ways and 
means by which we can render a greater service to the communi- 
ties in which we live. 
CONCLUSION 


No professional body can hope to exist permanently unless it 
is progressive. One must always look for new ways in which he 
can be of service, and I am going to present here an idea to which 
I have recently given a little thought. Our desire should be to 
give a greater service and it occurred to me that a committee 
should be appointed by the American Institute of Accountants for 
the express purpose of investigating and determining the advisa- 
bility of creating a research bureau in charge of a thoroughly 
experienced accountant. The general purpose of this bureau 
would be as follows: 

1. To establish a model revenue law that could be used as a 
guide by state governments in the development of their 
revenue system. 

2. To collect and analyze the existing revenue laws of the 
various states of the Union. The comparison of these 
laws with the model law proposed with the view of sub- 
mitting suggested changes to the accountants residing in 
the state involved, who in turn would present it to their 
state government with the recommendation that it be given 
consideration by the legislative body. 

3. To design a model uniform system of accounts and records 
for states and political subdivisions thereof. 
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To investigate uniform accounting systems that have been 
adopted by various industries with the view of offering 
suggestions as to improvements, as well as assisting in the 
development of uniform cost-accounting systems in indus- 
tries that do not now have them. 

To compile detail statistical data relating to the operations 
of the various industries of the country. 

To prepare uniform classifications of accounts for various 
industries with the view of submitting them to members 
for their guidance in the preparation of operating state- 
ments. 

The above may not sound like a very practical idea, but prob- 
ably it will furnish food for thought and will create in the minds 
of some a more logical development. However good the service 
we have given in the past has been, it should not be good enough 
for us. We should strive to find other ways in which we can 
serve. 











Some Problems in the Installation 
of Accounting Systems* 


By Witi1amM A. ULLRICH 


Perhaps it was on that memorable Christmas eve, about a 
century ago, when Mr. Fezziwig, in Dickens’ Christmas Carol 
closed his account book with a bang, and climbed down from his 
high stool, that the first rumblings of the storm were heard. 

Certain it is that for many years Mr. Business Man knew that 
a storm was brewing, but he did little to prepare for it. Several 
years ago the storm broke, and by the lightning flashes of the 
federal income-tax law Mr. Business Man saw the shaky condi- 
tion of his financial house. During these years the accounting 
chaos of one business concern after another has been revealed by 
these flashes. 

Sometimes the lightning has struck, to slightly either injure 
or even to annihilate, and among the shattered fragments of his 
financial house the twentieth-century Mr. Scrooge has called 
lustily for the only help in sight, Mr. Accountant. 

Mr. Accountant, soaring in his airplane called Improved 
Accounting Methods, has heeded the S. O. S. and is gradually 
lifting the unfortunate business man out of the ruins to rise with 
him into the pure air of accurate accounting methods. 

While the keeping of records and the science of accounting 
is undoubtedly as old as civilization itself, double-entry book- 
keeping was not used until about the time Columbus discovered 
America. Organizations of accountants have been in existence 
for a little more than fifty years, but it is less than a quarter of a 
century that the real value of accurate accounting methods has 
been recognized. The development of these methods has resulted 
largely from the deliberations and discussions of accounting 
organizations, chief of which is the American Institute of 
Accountants. 

This subject, Some Problems in the Installation of Account- 
ing Systems, is a large one, and since the time is limited, we shall 
try to keep in mind Josh Billings’ remark, when he said he 
did not care how much a man said, so long as he said it in a 
few words. 





*A paper presented at a regional meeting of the American Institute of Accountants, 
Akron, Ohio, November 8, 1928. 
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To make a list of perplexing questions is not our chief concern, 
but to make a satisfactory settlement of these problems is the 
task constantly before the practising accountant, and if this paper 
presents any ideas that will even provoke constructive criticism, 
it will have achieved a measure of its purpose. 

Perhaps a definition of the word “system” will enable us to 
get a clearer understanding of our subject, and correct the 
ambiguous use of the term. 

“System” is defined as the orderly combination or arrange- 
ment of parts or elements into a whole; the complete exhibition 
of essential principles or facts arranged in a rational dependence 
or connection. A careful reading of this definition shows that 
the word “system” is often misused, as it is sometimes applied 
to a simple method or mode of doing some one thing, such as a 
method of posting. 

When an adding or typewriting machine representative says 
to his prospective buyer: “If you buy my system, you will not 
need an accountant,” he is confusing a method with a set of prin- 
ciples. His machine may post the accounts in the manner for 
which it was designed, but in doing this it certainly does not 
furnish the user with an accounting plan and practice which takes 
into consideration the whole of his business. No doubt the 
improper use of the’ term “system,” as applied to these incom- 
plete methods, has been the cause of much of the criticism of all 
systems. On account of this indiscriminate use of the word 
“system,” I prefer Mr. Scovell’s term, “Accounting Plan and 
Practice.” 

There are so many phases to the successful management of a 
business and so much information that an accounting system 
should show, that even when we consider the best systems, we 
feel that they have but scratched the surface. 

One of the first problems which presents itself is the personnel 
and policy of the management. In commenting upon the success 
of some men in his profession and the failure of others, a promi- 
nent industrial engineer stated that “if the directing heads of the 
firm possess no executive ability, you need not try to install 
better methods by beginning on the office boy.” 

It has been my privilege to observe the installation of a large 
number of accounting systems, and this experience has led me 
to believe that there are some men whom the best accounting 
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plan can not help. They are not interested in improved methods, 
and will not be governed in their policy of management by results 
shown through the introduction of these methods. 

I have in mind a corporation that decided to have a general 
accounting and cost system installed. This concern was estab- 
lished in 1854 and had such a reputation for good work that it 
received many contracts without naming a price in advance. When 
the completed cost of an individual contract or job did not agree 
with their estimate, they would say, “To hell with the cost 
system,” and continue their old methods. The final result was a 
receivership and the dissolution of the corporation. 

A problem of primary importance to the accountant is to 
awaken the interest of the management to a change in policy 
when new methods show their old course to be wrong. 

Jim Crow says: “Don’t try to teach an old dog new tricks; 
get a new dog.” While we should often like to get a new dog, 
it is sometimes necessary to continue working with the old dog. 

When Harrington Emerson, the well-known industrial engi- 
neer, was addressing a meeting of business men in Detroit, some- 
one asked him, “Do you not have trouble with labor in the instal- 
lation of your methods?” He replied, “No, my trouble is with 
the management, who wants results yesterday.” 

The management must be convinced that it takes time to 
develop a correct accounting system. It can not be done in a 
day, a week, or a month. In addition to the new plans and 
instructions which the accountant may give, it requires continued 
effort on the part of the organization for which he is working 
to develop an adequate system. Like getting an education, there 
is more work required on the part of the student than on the 
part of the teacher. Too many system installations are made 
with the management thinking the accountant waves a magic 
wand which will produce wonderful results without any effort on 
the part of themselves or their organization. 

In this connection we must also solve the problem of handling 
other persons of the organization. We have sometimes an all- 
wise bookkeeper or egotistical cost accountant who does not 
believe in new methods, except possibly his own. 

Not only may we have to meet the objections of these indi- 
viduals, but there are differences in the qualifications of the per- 
sonnel, and while one may readily grasp a new plan, another may 
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not, and it will require more patient teaching thoroughly to 
instruct the latter. 

We have met some employees who seemed to have the ability 
that foreman Pat on the railway gave Mike credit for having 
when he said to him: “Here, Mike, put down that wheelbarrow 
and take up this shovel; what do you know about machinery 
anyhow?” Oftentimes, however, when such persons are trained, 
they become interested workers and boosters for the new régime. 

The accountant’s success depends largely on his ability to 
“sell” his ideas to the management, then to those who handle the 
details, and to keep them “sold” until his installation proves its 
own worth. 

Not only should he be well informed, but he should know how 
to handle men and how tactfully to teach others. This requires 
the exercise of patience and all of the other virtues that St. Paul 
names. 

It is the work of the accountant to analyze and classify. 
“Analysis” means the minute or critical examination of- anything 
complex, for the purpose of separating it into its constituent 
parts. The ultimate aim of any accounting plan and practice is 
that the business for which it is designed shall be more success- 
fully and profitably conducted. 

Therefore, it is of primary importance that we get an ade- 
quate conception of the problems involved and the factors to be 
considered. Too often a hurried consideration of these prob- 
lems has been the cause of the failure of a system installation. 

The solution of these problems may best be approached 
through the means of a careful examination and if possible a 
complete audit of the books and records. 

This examination should cover selling, financial and manu- 
facturing policies of the business. This may mean an investiga- 
tion of marketing possibilities, methods of distribution of product, 
credit-granting, financing, etc., while the audit of the books and 
records would reveal the adequacy or inadequacy of the methods 
of accounting in use; the statistics which are being gathered for 
managerial uses; the analysis shown by the existing accounts; 
the completeness and accuracy of the accounts of the balance- 
sheet, such as valuation of inventories, equipment and other asset 
accounts; whether the liabilities are fully stated and proper 
reserves set up for depreciation. 
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This means that all of the asset and liability-accounts carried 
into the new accounting plan would be verified. At the same time, 
this examination would show the inadequacy of the cost account- 
ing, if the client is carrying on a manufacturing business. 

If a new, modern, general accounting plan is installed while 
an antiquated cost system is allowed to continue its worthless 
course, we have a combination like hitching Papyrus or Zev to 
the one-hoss shay. 

This examination will assist us in determining how much 
detail we shall arrange for in the beginning of our installation, 
and whether or not we have enough competent help to handle 
the records. Some executives seem to think that records should 
be compiled without clerical effort, and that anyone can keep a 
set of books; as the Milwaukee man who said to me: “We can 
get a girl to keep our books after we get your system, can’t we?” 
I replied: ““We can furnish the system, but you must employ a 
competent bookkeeper.” 

Here, again, we learn that it is often best not to attempt to 
install the complete system at one time. Especially is this true if 
we have employees who are not well qualified to take up the 
work, or if we are working for a client who has had little or no 
system. 

A complete system may be too much for all of the organiza- 
tion to learn or absorb at one time, and they will become discour- 
aged and say that they can never do the work required. Especially 
may this occur where a cost-accounting plan is involved. 

If the general accounting plan is first installed and used long 
enough to run smoothly, we can then add new methods without 
tendency toward confusion, with the result that soon the entire 
plan so installed is working more satisfactorily than the old. Many 
times under this plan have we heard the expression, “We would 
not go back to our old system for any money.” 

This is an important problem and should be given very care- 
ful consideration. 

When we make a study of manufacturing, our problems mul- 
tiply, since there are more factors to consider, as those concerning: 

First—Planning; which takes into account the quantity and 
kind of product to be manufactured. 

Second—Production; the detailed manufacturing processes. 
Under this head we include men, materials, machinery and 
methods. 

197 





The Journal of Accountancy 








Third—Cost accounting ; records measuring the results of our 
planning and production methods, including also the detail- 
ing and classification of our manufacturing accounts in a 
logical manner, so that they may be used for purposes of 
budgeting, establishing controls, and compiling standard 
burden rates. 

The subject of the classification of manufacturing accounts is 
a problem in itself, especially if we are planning a system for the 
several plants of a given industry for the purpose of getting 
uniformity of costs. 

Some may say that planning, production and costing lie in the 
field of industrial engineering, but my observation has been that 
the work of some industrial engineers has resulted only in the 
installation of a useless cost system. It is the function of the 
accountant to analyze and classify, and as cost accounting requires 
this ability, then why should not the accountant outline the cost 
system? Especially is this true when we consider that to be of 
the most value, all cost accounting must be tied in with the gen- 
eral books. 

The results of all manufacturing and commercial effort must 
be measured and recorded in accounting terms. Without a cor- 
rect accounting of the results of such effort, we are unable to 
gauge the efficiency of our factors of production and to establish 
standards showing comparisons of these results. It is the work 
of the industrial engineer to evolve the best method for handling 
a process or doing a certain thing, but it is certainly the province 
of accounting to measure and record the results of these efforts. 

Mr. Jordan tells us that “the credit for slowly but surely 
forcing the issue of cost accounting, belongs to the accounting 
profession.” This statement comes from an industrial engineer, 
and I believe it is true, then why should not the accountant fortify 
himself with sufficient practical and mechanical knowledge to do 
the work which rightfully belongs to his profession? 

To illustrate some of the foregoing problems, let us cite one 
or two instances from our experience in system installation: 

In 1917 we were engaged to install a complete accounting 
plan for an old-established corporation. One of our preliminary 
recommendations was that an appraisal be made of the entire 
plant. The books showed but one account for buildings, machin- 
ery and equipment, and it was impossible to make a satisfactory 
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analysis of this account. This appraisal was completed in May, 
1917, and before it was delivered in June, a fire destroyed about 
half of the plant. 

We found in use here the customary cash journal of twelve 
or fifteen columns, and the majority of expenses classified as 
“general.” We began the installation with a simple general 
accounting plan which provided for the classification of equip- 
ment accounts, analysis of expenses and the adjustment of the 
fire loss. 

After the new factory buildings were completed, we were 
requested to outline a cost-accounting plan. By this time we 
were well acquainted with the personnel of the company and 
knew some of their whims and shortcomings. 

An examination of the factory proved that they did not have 
adequate manufacturing methods. Parts were being made or 
machined without drawings or specifications, resulting in such 
losses as the bursting of fly-wheels when pinions were pressed 
into their centers. Parts were processed without careful investi- 
gation as to what machine could best perform the operation or as 
to the amount of work any one machine could do. Assemblies 
were made in a hit-and-miss fashion, so that orders were filled in 
a like manner, and not after any well-laid plan of production. 
We convinced the management that under such conditions it would 
be of little use to compute costs, as the thing necessary to reduce 
costs was improved methods of production. 

We then outlined in detail simple planning and production 
methods to meet their needs. After much labor, these plans were 
put into operation and a man was employed to take charge of 
production. In less than two years, with even these incomplete 
methods, their production was tripled, without any increase in 
equipment and very little additional labor. This was reflected 
in an increased ratio of profits, year after year. 

During this prosperous time, a large addition to the factory 
was made, which later proved to be an over-expansion. The 
president of the company authorized this addition of new build- 
ings against the advice of other directors. Last year he passed 
away and the business is now under other management. We are 
still assisting this concern in solving its new problems and there 
has never been any question in the minds of the officers of this 
company as to the value of accounting services. 
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Another illustration is that of a manufacturing corporation 
formed some twenty years ago by four men, each holding an 
equal number of shares of stock. One of these men was sales 
manager, another office manager, another bookkeeper, while the 
fourth was superintendent of the factory. 

Each of these men worked very hard in his own department 
to make it a success. The business prospered and a few years 
ago three of these men decided to retire from active work, sell- 
ing a portion of their stock to a younger man, who was made 
general manager. Upon coming into the business, this man found 
that although these four men were hard workers, they had not 
planned for and built an organization, so that when any one of 
them was absent from his department, there was no directing 
head. 

Many of their methods of handling details in the office, the 
factory and the shipping-room, were as incomplete as their organi- 
zation, and factory costs were figured by adding a lump sum of 
20 per cent. to estimated material and labor costs. In handling 
this engagement, we made a careful examination of all of their 
methods and installed a general accounting system, which included 
a detailed analysis of manufacturing accounts for the purpose of 
establishing standards for our burden rates. The cost system was 
not installed until fifteen months later. 

This procedure meant that the general accounting plan was 
running smoothly and that it furnished correct data for the estab- 
lishment of standard burden rates for machines and departments. 
In addition, the office, order, and sales departments, as well as 
factory organization, were built up so that when it came time for 
the installation of manufacturing costs, it was only necessary to 
get additional cost-accounting details. 

In this case we get all of our labor distribution from the 
Stromberg Cost Recorders, thus saving much clerical effort, and 
all the costs necessary for the intelligent pricing of the product 
are gathered in the purchasing department with a minimum 
clerical effort. 

This plan gives full information regarding the operation of 
machines and other equipment, the hours run, cost of repairs, 
etc. The management says their company has all of the methods 
and gets more information than some other plants in the same 
industry which have much more elaborate cost systems. 
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In this paper I have made no attempt to discuss questions of 
principle or to establish any hard and fast rules of procedure. 
The problems mentioned show how the ingenuity of the account- 
ant is taxed to find new ways to solve the many difficulties which 
present themselves. 

Often the success of the system installation depends upon the 
judgment exercised by the accountant in deciding these ques- 
tions; therefore a very careful study should be made of all the 
problems involved before any decisions are reached. 

This is the work of the accountant at its highest development ; 
it deals with mathematics, economics, and problems of human 
nature. It is an interesting vocation for the man who loves his 
work, because he is helping his fellows to make two blades of 
grass grow where one grew before, and to eliminate some of the 
needless waste that is a burden on the business of this country. 
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Stock-Brokerage Audit for 


Surety Bond Purposes 
By J. S. SEmpMAN 


There is a general impression amongst accountants that the 
brokerage audit is a weird, mysterious something outside the realm 
of ordinary auditing procedure, and is therefore avoided and 
sometimes feared by them. 

The fact remains, however, that the principles involved in a 
brokerage audit are no different from the principles involved in 
any commercial audit. The theory of accounts certainly is the 
same, for a debit is a debit, whether it appears on the books of 
a shoe manufacturer or a stock-brokerage house. All that is 
different in the case of a brokerage house is the method of doing 
business, and that difference exists in the audit of books of con- 
cerns engaged in one industry as against another. If the auditor 
acquaints himself with the method of doing business, the terms 
employed, and the purpose of the various books, etc., the auditing 
procedure can be just as readily mastered as in the case of the 
ordinary commercial audit. 

It is not the purpose of this paper to describe the method in 
which stock brokers carry on their business. It is assumed that 
that is already known. There will be discussed the auditing 
procedure that should be followed when an audit is desired for 
surety-bond purposes by a stock-brokerage house. An audit for 
surety-bond purposes is practically equivalent to what is generally 
known as a “balance-sheet audit.” That is, the auditor is called 
upon to verify the securities, cash and customers’ balances and 
other assets and liabilities. Concretely, it includes the following: 

Count and verify the securities on hand, cash and revenue 
stamps with the books, reconcile and confirm domestic and 
foreign bank accounts, money borrowed and collateral depos- 
ited to secure the loans, securities borrowed and loaned, 
securities failed to receive and to deliver, securities in trans- 
fer; verify customers’ and partners’ accounts as to money 
and security-balances; verify the correctness of the security 
record; ascertain that all securities are properly accounted 
for; verify the trial balances of all ledgers ; reconcile accounts 
current from foreign correspondence; reconcile statements 
from other brokers; and such other work necessary to verify 
other assets and liabilities. 
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The surety-bond audit, however, does not necessitate the sub- 
mission of a balance-sheet, so that the auditor is not called upon 
to certify the financial condition. All that is required is the veri- 
fication of the assets and liabilities in a manner similar to what 
has already been mentioned. 

When an accountant is called in on a brokerage audit, long 
before the audit itself is to be begun, arrangements should be 
made with the client as to several matters. For instance, an 
understanding should be had as to who is to write up the veri- 
fication forms, whether the, auditor or the client’s staff. This is 
very important, because writing up verifications is a considerable 
time-consuming factor. It is also necessary to determine in 
advance to what extent firm and partners’ accounts are to be 
verified ; also joint and trio accounts. Also, arrangements should 
be made to have some member of the firm present when the secu- 
rities are to be counted. This is extremely advisable for the pro- 
tection both of the client and the accountant. 

In this connection, however, mention must be made that it is 
advisable that the client’s office force should not know that an 
audit is to be made, or when the auditors will begin, in order 
that, if any irregularity does exist, the perpetrator may be caught 
unawares. 

It is also important that the auditor familiarize himself with 
the books kept by the client, their purpose, rulings, etc., in order 
that when the audit itself is begun, he may have at his command 
a practical working knowledge of just how the books are run. 
In this connection, however, the auditor will find that there is 
more standardization in the form of the books kept by brokerage 
houses than there is in many other enterprises. 

Assuming that all these preliminary matters have been properly 
disposed of, we now come to the time when the audit is to be 
begun. In order to make a proper audit, it is necessary that the 
auditor be equipped with the proper working tools for that par- 
ticular audit. In a brokerage house, where the office force is 
usually “head in heels” with work, the auditor becomes a pest 
when he has to interrupt any member of the force to request 
stationery or other similar things with which he should have been 
properly equipped in the first place. A well-rounded set of equip- 
ment will include various colored pencils, indelible pencils, a 
ruler, metal clips, ink, blotters, a stamp pad, date stamp, journal 
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paper, and analysis paper. This will make the auditor properly 
supplied as to his working tools. With respect to the equipment 
necessary for the audit itself, he should have before he begins 
the audit a card showing the abbreviations of stock-exchange 
houses, a booklet containing the transfer agents for the various 
stocks listed on the exchanges, all his confirmation forms, includ- 
ing forms for customers, bank loans, stocks loaned and borrowed, 
in transfer, failed to receive, failed to deliver, open contracts. 

He should have available security-record forms, envelopes of 
his own firm, small and large, self-addressed envelopes, smail and 
large, and letterheads. 

With respect to the auditing procedure, almost everyone will 
agree that the first thing to do is to count the securities. How- 
ever, there are certain things that must be disposed of long before 
the time for the count. If accounts are kept with foreign banks, 
request should be made several weeks before the date as of which 
the audit is made, for statements of the client’s account as of the 
date of the audit. In this way, foreign statements will be coming 
in shortly after the commencement of the audit. 

Furthermore, the security-record forms should be written up 
with respect to the names of the securities before the audit itself 
begins. The security record will be described subsequently. Suf- 
fice it at this time to mention that in order that the securities as 
independently accounted for by the auditor be reconciled to the 
records kept by the client, it is advisable that the same names of the 
various securities as recorded by the client and their alphabetical 
order be also maintained in the auditor’s security records. Thus, 
Republic of France 8’s may be listed by the client under “F,” 
while the auditor might deem it advisable to list the security under 
“R.” By first going to the security record, however, and setting 
up the auditor’s security-record sheets in the same manner in 
which the client’s are kept, a great deal of time will be subse- 
quently saved in checking out the one to the other. 

With these operations out of the way, the audit itself can be 
begun. The first thing to do, of course, is to count the securities, 
and in counting the securities it is necessary to distinguish between 
active and inactive boxes, the inactive box showing the names of 
the customers to whom the securities belong. One auditor should 
count the securities and the other should list them, and in this 
connection, it is important that certain standard features in con- 
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nection with the securities be recorded. For instance, on a bond 
it is necessary to list the number of bonds, the name of the debtor, 
the interest rate, the year of maturity, and also the last coupon, 
whether it is for a date either prior or subsequent to the interest 
date next preceding the date of the count. 

It is very advantageous to have the active securities in alpha- 
betical order and the inactive securities called off alphabetically, 
according to customers. This will prove valuable for the sub- 
sequent posting to the stock record. 

Too much emphasis cannot be placed upon the importance of 
being extremely careful in making the count. Fractional shares 
should not be mistaken for whole shares, and dividend scripts 
should not be mistaken for common stock. Securities, of course, 
should be counted on the day as of which the audit is to be made. 
The count of the active securities must be completed before the 
next business day. On the inactive securities, there is no serious 
loss in completing the count on a subsequent day, provided that 
the boxes are sealed when out of the control of the auditor, and 
further provided that strict record is kept of all securities with- 
drawn from or added to the box subsequent to the date as of 
which the audit is made and prior to the completion of the count. 

It is of course important to make sure that the auditor has all 
the security boxes. Sometimes it develops later on in the course 
of the audit that a box has been overlooked and the value of the 
audit is immediately undermined. 

Another operation that should be performed on the day as of 
which the audit is to be made is the verification of bank loans. 
The reason that this must be done on the date of the audit is that 
the securities in the loans are constantly changing and in order 
that the security balances on the date of the audit may be deter- 
mined from the loan register, and in order that the bank may be 
able to verify that balance without difficulty, it is obvious that 
reference to the client’s books as of the date of the audit and to 
the bank’s records the next day will enable all concerned to 
obtain the necessary information promptly. The information for 
the detail as to the date and amount of the loan and security 
behind it is obtained from the bank-loan register, which is a sort 
of subsidiary ledger, of which the bank-loan account in the gen- 
eral ledger is the controlling account. 
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The verification form should be drawn up in duplicate, the 
original to go to the bank and the duplicate to remain with the 
auditor, in order to build up the security record. 

Before the verification forms are mailed, the total money bal- 
ances should be computed and their correctness checked to the 
controlling account. Likewise, the verifications should be made 
of stocks loaned and borrowed, which are run on practically the 
same manner as bank loans, as are stocks failed to receive and 
stocks failed to deliver. Stocks in transfer can be obtained from 
the transfer sheets and verification should be made to the transfer 
agents. 

On the date of the audit, it is also necessary to count the petty 
cash and reconcile the balance, as well as make a count of revenue 
stamps, both federal and state. 

From the foregoing, it will be observed why brokerage audit- 
ing entails so much night work, in spite of the fact that many 
auditors may be sent out on the one engagement. 

After all this verification, etc., security records should then be 
built up. The security record is merely a perpetual inventory 
record, and the auditor should build up the record as of the date 
of the audit. Some auditing firms do not build up their own 
security record, but check the record of the clients. In the 
writer’s opinion this is a most unsafe procedure, in view of the 
fact that changes can be made overnight by the office clerks, or 
spurious items ticked off by them as having been checked, whereas, 
as a matter of fact, they have not been, and in both cases the 
auditors would be at a loss to detect them. The writer has there- 
fore always felt that it is necessary for the auditor to build up 
his own security records. 

A security record should show for each security the number 
to be accounted for, and how they are accounted for. In other 
words, the theory of debit and credit still prevails. Account- 
ability for securities may arise through either a customer being 
long, firm investments, stocks borrowed or failed to deliver. The 
securities may be accounted for by either being in the box, active 
or inactive, being out on loan with banks, stocks loaned, in trans- 
fer, failed to receive, or customers short. In any event, how- 
ever, the total of the amount to be accounted for must, of course, 
equal the amount accounted for; and these totals should agree 
with the client’s security record. 
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The way the security record is built up, is to take copies of 
all verification forms containing security positions as well as the 
security count, and to post each item to the security sheet, and 
particularly to that column on the security-record sheet that is 
set aside to indicate in what category that security falls; thus, 
the securities with banks pledged to secure loans would be posted 
in the loan column on the side of the security record devoted to 
securities accounted for. 

By the time the security records are partially written up, the 
customers’ accounts as of the date of the audit will undoubtedly 
have been posted and ruled off, and statements prepared, so that 
the verification can then be made to the customers’ accounts 
through the use of the auditor’s verification form. By this time 
verifications should have been sent for all asset or liability 
accounts with dollar or security balances, and of course, in all 
these cases it is important to observe that request should be made 
that the verification be returned to the auditor. The way to 
determine whether verifications have been made for all asset 
and liability accounts is to obtain copies of trial balances of all 
the ledgers and to scan each asset and liability account. The 
security record can then be completed and checked out to the 
client’s security record, and differences noted and adjusted. By 
that time most of the verifications will have undoubtedly come in. 

In those cases where customers do not confirm their position, 
it is necessary, under the terms of the surety bond, that a second 
request be sent to them by registered mail ten days after the 
mailing of the first request for confirmation. 

Bank balances should, of course, be reconciled, as well as 
foreign balances. By this time all asset and liability accounts 
should have been verified, and the report can then be submitted 
to the client. The report should contain merely a caption for 
each asset and liability, and a brief statement as to what was done 
to verify it and what the confirmations disclose. A list should 
be included of customers from whom no reply was received, and 
it is also advisable to include a schedule showing differences that 
were found in the security record. A letter should also be pre- 
pared that the client can submit to the surety company in order 
to show that the terms of the bond were complied with. 

A word should be mentioned about the arrangement of the 
working papers. Because of the mass of papers that will be 
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accumulated during the course of the audit, it is imperative that 
some systematic arrangement of the working papers be made or 
else the auditor will soon find that his papers are in a state of 
confusion. To begin with, each sheet for the different opera- 
tions should be successively numbered. Incidentally, it is advisable 
to show the initials of the individual who prepared the sheet. 
Manila folders should be used for the papers of each operation, 
or of such items as can be properly grouped. Thus, a folder 
should be had for the securities-count and the papers in this 
connection placed in that folder. A folder should also be made 
for bank loans, stocks loaned and borrowed, etc. It is also 
advisable to have a folder for items to be attended to, in order 
that these may be separated from the others. The important 
thing to bear in mind is that the papers should be so arranged that 
any particular information that is desired can be easily traced. 
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EDITORIAL 
Recognition of the truth of Secretary 
Some Aspects Mellon’s statement that the high sur- 
of taxes are steadily becoming unproductive 


Tax Avoidance appears to be gradually dawning on 

congress. In some quarters this recog- 

nition is evidenced mainly in a display of indignation that men 

or even natural laws should fail to conform to the ideas of 
congress. 

Recently a senator characterized as “little short of actual dis- 
loyalty to this republic” the truism repeated by a wealthy man, 
that wealth always seeks to avoid what it regards as excessive 
taxation. 

Now we can all agree that in an ideal republic every man 
would conduct his affairs and pay his taxes according to the intent 
of the law-making body, and no one would change his business 
conduct as so to reduce his taxes in ways not contemplated by 
the legislature. 

In this ideal republic, of course, the tax would be administered 
not upon technicalities and nice interpretations of the letter of 
the law, but upon broad considerations of equity and regard for 
its spirit. 

And above all the legislature would frame the tax law with 
an eye single to the apportionment of the inevitable burden among 
the citizens of the republic in the most equitable way that could 
be conceived. 

So long, however, as the guiding principle in the allocation of 
the tax burden is political advantage and the assignment (in the 
first instance, at any rate) of the maximum burden to the mini- 
mum number of voters; so long, too, as the rule governing court 
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decisions is that quoted by the supreme court recently from an 
English decision— 

“If the person sought to be taxed comes within the letter 
of the law, he must be taxed, however great the hardship may 
appear to the judicial mind to be. On the other hand, if the 
crown, seeking to recover the tax, cannot bring the subject 
within the letter of the law, the subject is free, however appar- 
ently within the spirit of the law the case might otherwise 
appear to be.” 

so long as these conditions continue, is it not a little naive for 
any one to expect those at whom the measures are aimed to make 
no move either to defend themselves or to escape from the impost ? 

The more serious aspect of the situation is that the next 
phase is apt to be an ill-considered attempt to assert the dignity 
and power of congress. 

If one law fails to produce the result the legislator desires let 
another more drastic be enacted. Its practical efficiency will prob- 
ably be no greater and it will almost assuredly do much harm to 
many at whom it is not directed, but for the moment it will 
satisfy the outraged dignity and serve the political fortunes of 
the legislator who has pledged himself to the policy of making 
the rich pay without passing the tax on to others, natural laws 
and all other opposition to the contrary notwithstanding. 

The professional man whose means of protection or escape 
are meagre views the situation with deep concern realizing that 
measures which the capitalist would probably be able gracefully 
to avoid would be likely to fall in their full weight upon him. 

The ostensible beneficiary of such measures, too, would, if he 
appreciated the situation, be equally concerned because unsound 
schemes of taxation are sure in one way or another ultimately to 
prove injurious to the general community. 

Much of the tax is passed directly on to the community; the 
demand for tax exempts stimulates improvident state and 
municipal expenditures, which in turn increase local taxes falling 
on everyone; the interest rate on issues not exempt is increased 
and the increase ultimately reflected in costs and prices. Thus 
and in innumerable other ways do men and economic forces 
“conspire” to defeat the efforts of congress to run counter to 
natural laws. 

In this connection the following extract from the examination 
of a witness by the English house of commons is of interest: 
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” 
~ 


> OPO> O 


. How is the assembly composed? What kind of people are 
the members ; landholders or traders? 
. It is composed of landholders, merchants and artificers. 
. Are not the majority landholders? 
. I believe they are. 
. Do not they, as much as possible, shift the tax off from 
the land, to ease that, and lay the burden heavier on trade? 
I have never understood it so. I never heard such a thing 
suggested. And indeed an attempt of that kind could 
answer no purpose. The merchant or trader is always 
skilled in figures, and ready with his pen and ink. If 
unequal burdens are laid on his trade, he puts an addi- 
tional price on his goods; and the consumers, who are 
chiefly landholders, finally pay the greatest part, if not the 
whole.” 

The examination took place in 1766, and the witness was 
Jenjamin Franklin. 


The ways and means committee though 


Earned Income retaining the 25 per cent. deduction of 
and tax on earned income proposes to treat 
Tax Exempts all income under $5,000 as earned, and 


all over $20,000 as unearned; in other 
words, the committee has concluded that anybody can earn $5,000 
and that nobody is worth more than $20,000 a year. 

As a recognition of the economic fact that the earner has to 
set aside out of his income capital to provide for himself in his 
old age, whereas the possessor of investment income is under no 
such necessity, the committee’s action hardly merits consideration, 
however interesting it may be as indicating the result of intro- 
spection and personal experience of members of committee. Its 
maximum effect would be to save the earner about $400 a year 
under the present scale of taxes, and $300 a year under the 
suggested Mellon scale. Such sums set aside annually for twenty 
years at 5 per cent. would provide capital sums which would 
yield perhaps $500 or $600 a year thereafter. 

The relief is in substance insignificant but being nominally 
large (25 per cent.) may deprive taxpayers of real relief in some 
other form. 

The salaried, professional, and artist classes whose hopes were 
raised by the secretary’s letter may well say with Macbeth— 

“And be these juggling fiends no more believ’d 
That palter with us in a double sense: 


That keep the word of promise to our ear, 
And break it to our hope.” 
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Many will regard this language as equally applicable to those 
members of the house who voted to continue tax exemption as a 
refuge for the rich, while vigorously demanding high surtaxes. 

The opponents of the constitutional amendment differed on 
the question how much the exemption feature saves in interest 
to the issuers of tax exempt bonds. Clearly, however, this saving 
is trivial compared to the saving of tax to the rich buyers. 
Whether it is a little more or a little less than the Treasury esti- 
mated is of slight consequence. The greater it is, the more savings 
bank investors are being mulcted for a privilege that is valueless 
to them; the smaller it is, the less the wealthy are paying for a 
privilege that is most valuable to them. 

The vital point is that it is entirely contrary to the principles 
of a democratic state that an amount of wealth increasing, it is 
estimated, at the rate of something like a billion dollars a year, 
should be completely beyond the reach of the taxing power, 
however great a national emergency may arise. 


In another section of this month’s JouRNAL 

Profit-Sharing or ACCOUNTANCY appears a very interest- 

Plans ing description of the profit-sharing plans 
in operation today in banks and financial 
institutions. Not the least interesting of this material is that 
setting forth the reason for the adoption of these plans and the 
primary purposes to be served by them. Two things stand out 
noticeably: firstly, the desire “to put the employees into closer 
relation with the officers of the bank and to give them a real 
interest in the results of its operations,” and secondly, possibly 
in some cases a more immediate reason, “to find some satisfactory 
substitute for the war bonuses or extra salary payments which 
many banks gave their employees during the years of the world 
war.” One of these purposes, it will be observed, has directly in 
mind the benefit to the institution by which the individual is 
employed, while the other seems to be more immediately inter- 
ested in the employee himself. Both motives are entirely 
praiseworthy. 

The results of these plans, while not uniform and not always 
entirely satisfactory, are likewise of real interest. “Through the 
operation of the plan all employees are made partners in the 
institution” seems to be the more common feeling with reference 
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to the matter. Employees as a whole like to feel and to believe 
that their services are appreciated, and, other things being equal, 
a recognition of this nature is bound to bear fruit. Greater loyalty, 
more constant attention to duties, and a real desire for construc- 
tive service are some of the positive advantages of such plans; a 
smaller labor turnover reduces, and perhaps largely offsets, the 
cost of its operation. 

In a new and rapidly-growing profession like public account- 
ancy is there not, in the experience of these bankers and financial 
houses, real food for thought? Nowhere so much as in a personal 
service organization does the personality of the individual worker 
count; and how better can the practising public accountant of 
today assure himself of competent help than by giving the members 
of his staff a share in the profits of the firm? Already a number 
of profit-sharing plans are being used by large and small firm 
accountants alike, and on the whole we believe such schemes have 
proved most satisfactory both to employer and to employee. It 
means a great deal to an ambitious employee to feel that he is a 
partner in the profits of the firm which employs him; it means 
much to an employing public accountant to have a staff of loyal, 
ambitious and satisfied assistants. Nobody loses, everybody gains, 
by such an arrangement. With such complete codperation of 
employer and employee many of the ills of our present economic 
order would completely disappear. 


At the moment of going to press we are 

Prize Competition advised that the successful paper in the 

prize competition is that submitted under 

the nom de plume of Francis Parker Elliott by Mr. S. Gundel- 

finger, C. P. A., of Sacramento, California. We extend our 
congratulations to him. 

We are advised that the jury considered the papers as a rule 
disappointing, and that it is not contemplated that any subsidiary 
prizes will be awarded, except that for the best paper submitted 
by a member of the Institute which has not yet been decided upon. 
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Court Decisions Affecting Accountancy 


Court decisions affecting accountancy, and the regulation of 
the profession, have been handed down recently by the supreme 
court of the United States, and by the appellate court for the 
first district of Illinois. 

The supreme court of the United States holds that the Ala- 
bama C. P. A. law is constitutional; the Illinois court dissolves 
an injunction restraining the National Association of Certified 
Public Accountants from holding an examination for the issuance 
of C. P. A. degrees. This latter decision is, however, of little 
effect because subsequent to the beginning of the action the 
courts of the District of Columbia ruled that the National Asso- 
ciation has no power to confer such degrees. Furthermore, the 
language of the decision shows that the decision is based on 
defects in the form of pleadings, which means that the points of 
controversy were not in reality passed on, being excluded from 
consideration by the rules as to pleadings. 

The Alabama case presented the first opportunity that the 
supreme court of the United States has had to pass on account- 
ancy legislation. In this case the plaintiff had been a practising 
accountant prior to the passage of the C. P. A. law, had applied 
for and been granted a certificate by the board, and the board 
had later cited him to show cause why that certificate should not 
be revoked “for cause.” The plaintiff sought to prevent action 
by the board on the ground that the law was unconstitutional. 
It was claimed that the determination by the board as to whether 
his certificate should be revoked, rested wholly within the arbi- 
trary, uncontrolled and unappealable judgment of the board. The 
supreme court of Alabama had declared against the plaintiff on 
all points, but a writ of error to the supreme court of the United 
States had been granted by the chief justice. The supreme court 
of the United States affirmed the decision of the Alabama court, 
holding that there was no equity involved, as it could not be 
determined in advance of the hearing that the board would sustain 
the charge, and added that “official bodies would be of no use as 
instruments of government if they could be prevented from 
action by the supposition of wrongful action.” 

This decision by the supreme court of the United States prac- 
tically places state boards of accountancy in the same category 
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as state boards governing the practise of medicine, law and other 
professions. The case is No. 170—October Term, 1923, J. Harold 
Lehman vs. State Board of Public Accountancy, e¢ al. 

In the Illinois case the decision of the appellate court affirms 
a decision of the circuit court, dissolving an injunction against 
the National Association of Certified Public Accountants, restrain- 
ing it from conducting an examination for the award of the 
C. P. A. degree in Chicago in March, 1922. In its decision the 
court stated that the form of the pleadings was not such as to 
permit any other decision, which means that if a similar action 
were to be brought later, with proper pleadings, the result might 
be different. The usefulness of the case just decided lies in the 
discovery as to the exact form the pleadings should take in such 
a case. 

The prime object of the proceeding was to prevent the hold- 
ing of an examination by the National Association of Certified 
Public Accountants in Illinois, and to that extent the litigation 
was a complete success, even though the injunction were later 
dissolved. In a decision of the court of appeals of the District 
of Columbia, handed down in June of 1923, the court held that 
the National Association of Certified Public Accountants, although 
it assumed to have the power to issue degrees, did not as a 
matter of fact possess that power, and referred to the proof fur- 
nished in the record that even if it had possessed the power, it 
had abused that power. The District of Columbia court of 
appeals sustained the injunction which had been granted prohib- 
iting the National Association of Certified Public Accountants 
“from exercising the power to confer the degree of certified 
public accountant, or any other degree, upon any person” on the 
ground that it had no lawful right to do so. 
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Income-tax Department 
Epitep BY STEPHEN G. Rusk 


Increasing familiarity with the federal income-tax laws enhances one’s 
interest in a subject that to most people seems dry as dust. The more one 
comes in contact with the law and those entrusted with its administration 
the greater is the interest in it, and that which at one time seemed hope- 
lessly complex and intricate takes definite form. Constant contact with 
this subject opens vistas of human nature, economics and that wide field 
of activity known as “business.” 

Take, for example, the reaction on some congressmen that was caused 
by the proposal of Secretary Mellon for tax reduction. What interesting 
phases of the working of their minds is unfolded by their comments upon 
the measure, in which it appears that some would reénact an excess-profits 
tax so that the taxpayer having a small income would be relieved of 
taxation and the burden would be shifted to those better able tc bear it. 
Others, while deprecating the fact that those with large incomes are prone 
to invest in tax-free securities, still insist that there shall be no reduction 
of the higher surtax rates, but vote down a bill to amend the constitution 
so that income from federal, state, county and city bonds will become 
taxable. 

Without familiarity with this subject one would be without the enter- 
tainment these views of the people’s representatives furnish, and it would 
be difficult to sort out from this mass of ideas that which is nearest the 
truth. 

Not alone in studying the attitudes taken by our congressmen will one 
find entertainment and food for thought, for there are open to him the 
treasury decisions that continually flow from the treasury department. 
Read treasury decision 3521, wherein is set forth the plight of a taxpayer 
who gave a cheque in payment of his tax March 10, 1921, and about a week 
later the bank upon which his cheque was drawn was closed by the bank 
examiner. As the cheque had arrived at the taxpayer’s bank before the 
bank was closed and had been marked paid by the said bank the taxpayer 
probably sustained a shock when he was asked to pay his tax again. His 
cheque had traveled around the taxpayer’s section of the country the better 
part of a week before it arrived at the taxpayer’s depository, and a delay 
of twenty-four hours somewhere in its travels probably caused all the 
trouble, for if it had arrived home one day earlier the bank draft issued 
instead of the taxpayer’s cheque would have been properly cleared and all 
would have been well. “It’s an ill wind that blows no one some good,” 
however, and this subject engaged the attention of several attorneys at law 
and that of District Judge Cushman of the United States district court 
for the western district of Washington, southern division. What, do you 
ask, is the moral of this sad tale? It is this: if you were not interested 
in income-tax matters you would not have known that Judge Cushman 
ruled that the several banks through which this cheque passed in its journey 
were not agents of the United States but of the drawer of the cheque, and 
therefore until the money was safely deposited in the collector’s account 
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the tax bill was not paid. It is possible that you might have surmised 
what the judge’s ruling would be, but the taxpayer and his lawyer did not. 


(T. D. 3537—December 11, 1923) 


Income tax. 
Deductions: Losses—Voluntary removal of buildings. 
Article 142, regulations 62, is amended to read as follows: 


Loss due to the voluntary removal or demolition of old buildings, the 
scrapping of old machinery, equipment, etc., incident to renewals and 
replacements will be deductible from gross income in a sum representing 
the difference between the cost of such property demolished or scrapped, 
less salvage, and the amount of depreciation sustained with respect to the 
property prior to its demolition or scrapping, and allowable as a deduction 
in computing net income. However, if such property was acquired prior 
to March 1, 1913, and its fair market value as of that date was less than 
its cost, the deductible loss is the difference between such fair market 
value, less salvage, and the amount of depreciation sustained prior to the 
demolition or scrapping and allowable as a deduction in computing net 
income. When a taxpayer buys real estate upon which is located a build- 
ing which he proceeds to raze with a view to erecting thereon another 
building, it will be considered that the taxpayer has sustained no deductible 
loss by reason of the demolition of the old building, and no deductible 
expense on accaunt of the cost of such removal, the value of the real 
estate, exclusive of old improvements, being presumably equal to the 
purchase price of the land and building plus the cost of removing the 
useless building. 

(T. D. 3538—December 11, 1923) 


Income tax. 
Deductions: Losses—Voluntary removal of buildings. 
Article 142, regulations 45 (1920 edition) is amended to read as follows: 


Loss due to the voluntary removal or demolition of old buildings, the 
scrapping of old machinery, equipment, etc., incident to renewals and 
replacements will be deductible from ‘gross income in a sum representing 
the difference between the cost of such property demolished or scrapped 
or the March 1, 1913, value thereof if acquired prior to that date, which- 
ever is lower, and the amount of a reasonable allowance for the depre- 
ciation which the property had undergone prior to its demolition or scrap- 
ping; that is to say, the deductible loss is only so much of the original cost 
or the March 1, 1913, value, if acquired prior to that date, whichever is 
lower, less salvage, as would have remained unextinguished had a reason- 
able allowance been charged off for depreciation during each year prior 
to its destruction. When a taxpayer buys real estate upon which is located 
a building which he proceeds to raze with a view to erecting thereon another 
building, it will be considered that the taxpayer has sustained no deductible 
loss by reason of the demolition of the old building, and no deductible 
expense on account of the cost of such removal, the value of the real estate 
exclusive of old improvements, being presumably equal to the purchase 
price of the land and building plus the cost of removing the useless building. 


(T. D. 3539—December 11, 1923) 
Income tax. 
Deductions: Losses—Voluntary removal of buildings. 
Article 155, regulations 33 (revised), is amended to read as follows: 


Loss due to the voluntary removal or demolition of old buildings, the 
scrapping of old machinery, equipment, etc., incident to renewals and 
replacements will be deductible from gross income, in an amount repre- 
senting the difference between the cost of such property demolished or 
scrapped or the value thereof as of March 1, 1913, if acquired prior to 
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that date, whichever is lower, and an amount measuring a reasonable 
allowance for depreciation which the property had undergone prior to its 
demolition or scrapping; that is to say, the deductible loss is only so much 
of the original cost, or March 1, 1913, value, if acquired prior to that date, 
whichever is lower, less salvage, as would have remained unextinguished 
had a reasonable allowance been charged off for depreciation during each 
year prior to its destruction. 


(T. D. 3541—December 19, 1923) 
1. IncomE TAXES—PAYMENT—LIABILITY UNDER SECTION 1314. 


__ A check tendered in payment of federal taxes does not, under the pro- 
visions of section 1314 of the revenue act of 1918, discharge the liability 
of the taxpayer until the check is actually paid in money. 


2. SAME. 

The stamping of a check tendered in payment of federal taxes as 
“paid” by the drawee bank and the return of the canceled check to the 
drawer does not constitute payment where due to insolvency of the drawee 
bank the amount of the check is not received in money by the collector. 

The following decision of the United States district court for the 
western district of Washington, southern division, in the case of United 
States v. H. E. McKenney, is published for the information of internal- 
revenue officers and others concerned. 


Unitep STATES CouRT OF THE UNITED STATES FOR THE WESTERN DISTRICT 
OF WASHINGTON, SOUTHERN Division. No. 3799. Decision ON THE 
MERITS. 

United States, plaintiff, v. H. E. McKenney, defendant. 

Thos. P. Revelle, United States attorney (W. W. Mount, assistant 
United States attorney), attorney for plaintiff. 

T. P. Fisk, attorney for defendant. 

CUSHMAN, district judge: This cause has been submitted upon the 
following statement of facts: 

It is hereby agreed and stipulated by and between Thos. P. Revelle, 
United States attorney for the western district of Washington and attorney 
for the above-named plaintiff, and T. P. Fisk, attorney for the above-named 
defendant, that the following statement of facts may be submitted to the 
court as the evidence in the above entitled cause: 

On March 10, 1921, Mr. H. E. McKenney, above-named defendant and 
a resident of the city of Kelso, Washington, was indebted to the United 
States government in the amount of four hundred thirty-two and 08/100 
($432.08) on account of income tax for the year 1920. On the day above 
mentioned Mr. McKenney drew his personal check on the Kelso State 
Bank payable to David J. Williams, then the collector of internal revenue 
for the district of Washington, for the sum of $432.08. His check was 
immediately transmitted to the collector of internal revenue at Tacoma, 
Washington. Upon receipt of this check in the office of the collector of 
internal revenue at Tacoma, there was stamped across the face of the 
check the following words: “This check is in payment of an obligation of 
the United States and must be paid at par. No protest. David J. Wil- 
liams, collector internal revenue.” The following indorsement was made 
on the back of the check: “Pay to the order of Seattle branch, Federal 
Reserve Bank of San Francisco, California. Income and profits-tax account. 
David J. Williams, collector of internal revenue.’”’ The check was received 
at the office of the collector of internal revenue at Tacoma, Washington, 
on the llth day of March, 1921. On the same day it was transmitted to 
the Seattle branch of the Federal Reserve Bank of San Francisco, Cali- 
fornia, and deposited on March 12th to the credit of the collector of internal 
revenue. The Kelso State Bank, upon which institution the check was 
drawn, is located within the business zone covered by the Portland branch 
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of the Federal Reserve Bank of San Francisco, and following the usual 
custom in such cases the aforementioned check was forwarded by the 
Seattle branch to the Portland branch of the Federal Reserve Bank of San 
Francisco. By the Portland branch this check was forwarded direct to 
the Kelso State Bank. Upon receipt of the check this latter institution 
drew a draft on the United States National Bank of Portland, Oregon, 
and sent the draft to the Portland branch of the Federal Reserve Bank of 
San Francisco. The check drawn by H. E. McKenney was canceled “paid” 
and returned to the drawer, and his account was debited in the amount 
of $432.08. At the time this transaction occurred the First National Bank 
of Kelso, a member of the Federal Reserve System and a national bank, 
was transacting a banking business in the city of Kelso, Washington. 
Subsequent to the time that the Kelso State Bank forwarded the draft 
on the United States National Bank of Portland to the Portland branch of 
the Federal Reserve Bank of San Francisco and prior to the receipt of the 
draft by such branch of the federal reserve bank, the supervisor of bank- 
ing of the state of Washington, on the 17th day of March, 1921, closed the 
Kelso State Bank. The draft was duly presented to the United States 
National Bank of Portland, Oregon, for payment, but was refused on 
account of the failure of the Kelso State Bank. The Portland branch of 
the Federal Reserve Bank of San Francisco thereupon returned to the 
Seattle branch a copy of the original check, which copy has been protested 
for nonpayment. The Seattle branch in turn returned the copy of the 
original check to the collector of internal revenue and charged the account 
of the collector of internal revenue with the amount of the McKenney 
check, to wit, four hundred thirty-two and 08/100 ($432.08). 
Section 1314 (internal revenue act), 40 Statutes at Large, page 1057 
(vol. 1, Supplemental U. S. Compiled Statutes, sec. 637114 O), provides: 
Sec. 1314. That collectors may receive, at par with an adjust- 
ment for accrued interest, certificates of indebtedness issued by the 
United States and uncertified checks in payment of income, war-profits, 
and excess-profits taxes and any other taxes payable other than by 
stamp, during such time and under such regulations as the commis- 
sioner, with the approval of the secretary, shall prescribe; but if a 
check so received is not paid by the bank on which it is drawn the 
person by whom such check has been tendered shall remain liable for 
the payment of the tax and for all legal penalties and additions the 
same as if such check had not been tendered. 


Whatever want of uniformity there may be in the reported cases upon 
the general question of when a check will be treated as payment, in view 
of the language of the foregoing section it is clear that congress intended 
the person tendering a check in payment to the collector to remain liable 
for the payment of the tax until it was actually paid in money. The fact 
that the Kelso State Bank marked the check when presented “paid” and 
issued its draft on the Portland bank in payment did not amount to pay- 
ment or in any way lessen defendant’s liability to the United States. 
Former acts show the same intention, a change in which intention is not 
to be lightly presumed—Act of March 2, 1911 (36 Stat. L. 965); section 
1010 of the act of October 5 [3], 1917 (40 Stat. L. 327). 

In the course adopted in the transmitting of the check for collection 
no departure is shown from well-established banking custom in such cases, 
unless it be that the check was sent by the Portland branch of the Federal 
Reserve Bank of San Francisco for collection to the drawee, the Kelso 
State Bank. The want of uniformity in the discussion upon the question 
whether this constituted negligence is sufficiently indicated by the follow- 
ing: 5 Cyc. (D), page 506-7; Kershaw v. Ladd (34 Ore. 375; 56 Pac. 402) ; 
Morris Miller Co. v. Von Pressentin (63 Wash. 74, at 78 and 79); First 
National Bank, Trinidad, v. First National Bank, Denver (Fed. Cas. 4810) ; 
Farwell et al. v. Curtis (Fed. Cas. 4690). 
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If it be conceded to be negligence on the part of the Portland bank to 
so send the check to the Kelso State Bank, yet under the language of the 
act (sec. 1314 before quoted) such negligence is not to be attributed to the 
United States. If agency then be in the matter the collectors and banks 
are agents of the taxpayers and not of the United States, until such time 
as the tax is paid in money. 

Judgment will be for the plaintiff. 


(T. D. 3542—January 2, 1924) 

Income tax—Revenue act of 1918—Decision of court. 
1. MANDAMUS—AMENDED RETURNS. 
Mandamus will not lie to compel the exercise by the commissioner of 
internal revenue of the power vested in him by section 212 of the revenue 
act of 1918 to approve a change in a taxpayer’s accounting period from a 
fiscal year to a calendar year, or to accept amended returns. 
2. ACCOUNTING PER1IoD—CHANGE FROM FISCAL TO CALENDAR YEAR. 

When a taxpayer voluntarily changed its accounting period from a 
calendar to a fiscal year basis and filed returns on this basis, mandamus 
will not lie to compel the commissioner to accept amended returns on a 
calendar-year basis. 


3. JUDGMENT AFFIRMED. 

Judgment of the supreme court of the District of Columbia denying 
appellant’s petition for a writ of mandamus (T. D. 3500) affirmed. 

The following decision of the court of appeals of the District of 
Columbia in the case of the Greylock Mills, a corporation, v. David H. 
Blair, commissioner of internal revenue, is published for the information 
of internal-revenue officers and others concerned. 


Court oF APPEALS OF THE District oF CoLumBIA. No. 4015. 
United States ex rel. the Greylock Mills, a corporation appellant, v. D. H. 
Blair, commissioner of internal revenue, appellee. 

(December 3, 1923.) 

Before Smytu, Chief Justice; Ross, Justice, and Bartey, a Justice of the 
Supreme Court of the District of Columbia. 

Ross, justice, delivered the opinion of the court: 

Appeal from a judgment in the supreme court of the District denying 
appellant’s petition for a writ of mandamus to compel the appellee, as 
commissioner of internal revenue, to accept appellant’s amended income 
and profits-tax returns for the calendar years 1918 to 1922, inclusive, and 
to accept returns in future upon the calendar-year basis. 

An answer was interposed to appellant’s petition, to which answer 
appellant filed certain pleas. Appellee demurred to these pleas and the 
demurrer was sustained. 

The income-tax law of February 24, 1919 (40 Stat. 1057), in part 
provided : 

The net income shall be computed upon the basis of the taxpayer’s 
annual accounting period (fiscal year or calendar year, as the case 
may be) in accordance with the method of accounting regularly em- 
ployed in keeping the books of such taxpayer; * * * If the tax- 
payer’s annual accounting period is other than a fiscal year, as defined 
in section 200, or if the taxpayer has no annual accounting period or 
does not keep books, the net income shall be computed on the basis of 
the calendar year. 

If a taxpayer changes his accounting period from fiscal year to 
calendar year, from calendar year to fiscal year, or from one fiscal 
year to another, the net income shall, with the approval of the com- 
missioner, be computed on the basis of such new accounting period, 
subject to the provisions of section 226. 
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Since there was not sufficient time between the date of the passage of 
this act and March 15, 1919, the date on which a return was required, 
appellant filed on March 14, 1919, a tentative and cursory return, contain- 
ing the averment that it was not possible to file a complete return within 
the time allowed for the following reasons: “No blanks available; 
and auditors can not complete work.” A request therefore was made for 
an extension of time, which was granted. 

In the tentative return the tax was estimated on the calendar year 
ending December 31, 1918. The real or complete return was filed on 
June 14, 1919, for the fiscal year ending June 30, 1918. Annually there- 
after and down to and including the year 1922, as already noted, returns 
were made upon the fiscal-year basis. 

It is alleged and admitted, by the demurrer, that the fiscal-year basis 
was first adopted by appellant upon advice of accountants, based upon their 
interpretation of the act of February 24, 1919. It was further alleged by 
appellant that the annual accounting period upon a calendar-year basis 
clearly reflected its income for that period, and that prior to 1919 it had 
filed its return on a calendar-year basis; that it never requested or received 
permission of the commissioner of internal revenue to change its annual 
accounting period from a calendar to a fiscal-year basis. It further appears 
that for many years appellant regularly has closed its books on the last 
days of March, June, September, and December; has computed its income 
accurately for each of the quarters indicated; has taken a physical inven- 
tory on the last day of each quarter; has ruled down its books on June 30 
of each year, and has held its annual stockholders’ meeting during the 
month of July. 

No protest or application for leave to change to the calendar-year 
basis was filed by appellant until February, 1922. It is averred that the 
request then made was based upon a recent ruling of the committee on 
appeals in the internal revenue bureau in another case, in which a cor- 
poration had elected to file its return on a calendar-year basis. It appear- 
ing there that the books of the corporation were ruled down on August 31, 
although also closed on December 31, the income-tax unit had sought to 
require the corporation to file its return upon a fiscal-year basis. The 
ruling was that, under the facts, the corporation was justified in filing its 
returns on the basis of a calendar year and that “should not now be per- 
mitted or required to change the basis of filing its returns.” 

Appellant’s application finally was denied and this suit filed. 

The purpose of the income-tax law was the raising of revenue to meet 
pressing needs of the government. The provisions of this law, at least so 
far as they relate to the question here in issue, were reasonably free from 
ambiguity. Whatever may have been the view of the accountants employed 
by appellant as to the proper interpretation of those provisions, it was the 
duty of appellant, within a reasonable time, to invoke the discretion of the 
commissioner of internal revenue, if a change to a calendar-year basis was 
desired. Instead of doing this, however, appellant thereafter filed several 
returns upon a fiscal-year basis and paid its taxes accordingly. It will be 
apparent at once that if taxpayers were to be permitted, several years 
after voluntarily filing a return upon one basis, to compel the commis- 
sioner to accept returns for the same period upon a different basis, endless 
and needless confusion would result and the real purpose of the law 
measurably defeated. 

As the supreme court has said, the writ of mandamus is awarded not 
as a matter of right but in the exercise of sound judicial discretion and 
upon equitable principles. It is not within general statutes of limitation, 
but is subject to the equitable doctrine of laches—United States, ex rel. 
Arant'v. Lane (249 U. S. 367). 

Believing that appellant’s delay in the present case was so long and 
unexcusable as to amount to laches, we affirm the judgment, without con- 
sidering other questions involved. 

Affirmed. 
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(T. D. 3544—January 18, 1924) 
Estate tax—Revenue act of 1918—Decision of court. 
1. Gross EstATE—TENANCIES BY THE ENTIRETIES. 


A tenancy by the entireties is not created by a deed which conveys 
property in trust to pay the income from a part to the husband for life and 
from another part to the wife for life with remainders over to the survivor 
for life. 


2. SAME—TRANSFERS INTENDED TO TAKE EFFect AT DEATH. 

A conveyance of property to a trustee reserving the income for life 
with joint power of revocation in the husband and wife is a trust intended 
to take effect at or after death within the meaning of section 402 (c) of 
the revenue act of 1918. 

3. SAME—GIFTs INTENDED TO TAKE EFFect AT DEATH—CONSIDERATION. 

Where a husband conveys property to a trustee in trust to pay the 
income therefrom to him for his life, then to his wife for her life, and 
then to distribute the corpus, and the wife conveys other property of a 
less value to the same trustee in trust to pay the income therefrom to her 
for her life, then to her husband for his life, then to distribute the corpus, 
the transaction is not “a bona fide sale for a fair consideration” within 
the meaning of section 402 (c) of the revenue act of 1918. 

4, CONSTITUTIONALITY. 

Section 402 (c) of the revenue act of 1918 is not unconstitutional, 
although it includes transfers or trusts made either before or after the 
passage of the act. 

The following decision of the United States district court for the 
district of Maryland in the case of Safe Deposit & Trust Co., executor 
of Talbot J. Albert, deceased, v. Galen L. Tait, collector of internal 
revenue for the district of Maryland, is published for the information of 
internal-revenue officers and others concerned. 





District CouRT OF THE UNITED STATES FOR THE District OF MARYLAND. 
Safe Deposit & Trust Co., executor of Talbot J. Albert, deceased, v. 
Galen L. Tait, collector of internal revenue for the district of Maryland. 


MEMORANDUM OF DECISION. 


Soper, district judge: This case arises on the demurrer of the United 
States to the suit of the executor to recover back the sum of $3,095.26 paid 
by it under protest to the United States as a tax on the estate of Talbot J. 
Albert under the revenue act of 1918, which became effective February, 
1919. Mr. Albert died March 18, 1919. The commissioner of internal 
revenue included in the net estate, upon which the tax was computed, 
property covered by a deed of trust executed in 1911 and by certain addi- 
tions thereto in 1917 and 1918. 

The first deed was executed by Albert and his wife, each of whom 
conveyed certain properties to the trust company; the value of the property 
conveyed by Albert was $166,944.28 and by Mrs. Albert $137,500. Three 
subsequent grants of property by Albert to the trustee upon the same trust 
brought the total of his contributions to $215,868.15. The deed provided 
that the income from the property transferred by Albert should be paid to 
him for life and that from the property transferred by Mrs. Albert to her 
for life; the income from all of the property, at the death of either, to 
be paid to the survivor for life, with certain remainders over. The trust 
was irrevocable except by joint consent, and the powers of sale and rein- 
vestment of property, vested in the trustee, could only be exercised with 
the approval of both grantors, during their joint lives. 

The assessment is claimed to be unlawful on three grounds: 


First. It is claimed that section 402 (c) of the act, which in terms 
applies to transfers made before or after the passage of the act, is uncon- 
constitutional, as retroactive. This question has been passed upon by the 
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circuit court of appeals for the sixth circuit in the case of Schwab v. Doyle 
(269 Fed. 321). This decision refers to the act of 1916, which the court 
interpreted to apply to transfers made before as well as after the passage 
of the law. The decision was reversed by the supreme court of the United 
States in Schwab v. Doyle (258 U. S. 529), on the sole ground that the 
circuit court of appeals had misinterpreted the act, and that the act was 
not intended to apply to transfers made prior to its passage. There was 
no intimation that the argument of the circuit court of appeals as to the 
unconstitutionality of the act, if retroactive, was unsound. The decision of 
the circuit court of appeals justifies the conclusion in this case that section 
402 (c) of the act of 1918 is not unconstitutional because it includes 
transfers or trusts made either before or after the passage of the act. 

Second. It is contended that the deed of trust created an equitable 
tenancy by the entirety in Mr. and Mrs. Albert. The decision of Schwab v. 
Doyle (258 U. S. 529) is conceded by the government to be decisive if 
such a tenancy was created. Since section 402 (d), subjecting such an 
interest to the tax, has no clear statement to the effect that it applies to 
tenancies created before the act, it must be held to apply only to those 
created after the act. 

A tenancy by the entireties is created by a conveyance to husband and 
wife, whereupon each becomes seized and possessed of the entire estate, 
and after the death of one the survivor continues to take the whole. No 
special form of words need be used. On the other hand, such a tenancy 
is not created if the terms of the conveyance evidence a contrary intention. 
The deed in this case did not convey the whole estate to husband and wife. 
It conveyed the husband’s property in trust, to pay him the income there- 
from for life, and the wife’s property similarly for her benefit. Each did 
not become seized of the whole estate. The deed gave them certain joint 
powers of revocation and supervision of investments, but no other joint 
interest. Masterman v. Masterman (129 Md. 167) is cited as authority 
for the proposition that a joint interest in income is not an incident of a 
tenancy by the entireties, but the case merely decided that because of the 
married women’s act (Maryland Code, art. 45, secs. 1 and 21), the husband 
is no longer entitled as at common law to the whole income of such a 
tenancy. The conclusion is that the deed did not create a tenancy by the 
entireties. 

Third. It is also claimed that the tax was improperly collected under 
section 402 (c) because, although this section applies to transfers in respect 
to which a trust is created, or which are made in contemplation of death, 
or intended to take effect in possession at or after death, there is the fol- 
lowing exception: “Of a bona fide sale for a fair consideration in money 
or money’s worth.” It is urged that the conveyance by Albert to the trus- 
tee of his property upon the trusts therein named, and the similar convey- 
ance of his wife of her property, were executed each in consideration of 
the other in such a way as to amount to a bona fide sale for a fair con- 
sideration. It may be said from one viewpoint that the conveyances were 
not absolutely without consideration, as is usually the case in transfers 
made in contemplation of death; but even in such case it can hardly be 
said that the circumstances constituted a bona fide sale for a fair consider- 
ation. There was no attempt on the part of either husband or wife to 
exact each from the other a fair price for their respective conveyances. 
The property conveyed by Mr. Albert in 1917 was considerably in excess 
of the value of that conveyed by Mrs. Albert. In 1917 and 1918 he con- 
veyed additional property worth $48,923.87 without pretence of considera- 
tion. The transaction was not a sale. It was a family arrangement for 
the disposition of the property of husband and wife, for the benefit and 
protection of themselves and their children, and savored far more of a 
testamentary distribution than of a bargain and sale. The demurrer will 
be sustained. 
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(Note.— The fact that these answers appear in THE JoURNAL OF 
AccouNnTANCY should not lead the reader to assume that they are the 
official solutions of the American Institute of Accountants. They merely 
represent the personal opinion of the editor of the Students’ Department.) 


AUDITING 
NOVEMBER 15, 1923, 9 A. M. to 12.30 P. M. 


Answer all questions. 


1. Define— 
(a) a balance-sheet. 
(b) a comparative balance-sheet. 
(c) a consolidated balance-sheet. 
(4) a double-account balance-sheet. 
(e) a fund balance-sheet. 


Answer: 


(a) A balance-sheet is a statement of assets and liabilities prepared 
from a double-entry ledger after closing. Strict accuracy of terminology 
requires that this title shall not appear on a statement of assets and lia- 
bilities prepared from single-entry records and other memoranda. 

(b) A comparative balance-sheet consists of two or more balance- 
sheets of the same company drawn from the books at different dates. The 
comparative balance-sheet is usually arranged with three columns on the 
asset side and three columns on the liability side. The first two columns 
are used for the balance-sheets and the third column is used for increases 
and decreases, or there may be an increase column and a decrease column 
on each side. 

(c) A consolidated balance-sheet is a statement of the assets and lia- 
bilities of a group of related companies prepared in such a way as to show 
the financial condition of the group in relation to the outside world, after 
eliminating any accounts which represent relations between the companies. 
The term is sometimes used to denote the balance-sheet of a company with 
branches, in which the assets and liabilities shown on the books of the 
home office and of the branches have been combined. This use of the 
term, however, is not recommended. 

(d) A double-account balance-sheet is a statement of assets and lia- 
bilities divided into two sections, one devoted to the current assets and 
liabilities, and the other devoted to the remaining assets and liabilities. The 
current assets are listed on the left side, the current liabilities are listed 
on the right side, and the balance, or working capital, is entered on the 
right side and the first section is ruled up. The working capital is then 
brought down on the left side in the second section and the balance-sheet 
is completed by entering the remaining assets and liabilities and again 
ruling up. 

(e) The expression “fund balance-sheet” is usually understood to 
denote the statement of assets and liabilities of a municipality, classified 
according to governmental functions. 
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2. In a detailed audit how would you verify and value the item 
“accounts receivable”? 

Answer: 

The verification of accounts receivable in a detailed audit may well 
begin with an examination of the order or shipping records. The object 
of this examination is to determine whether all goods shipped during the 
period have been charged to customers. It is usually sufficient to limit 
this work to a test of a few weeks or a month, tracing all shipment records 
into the sales records. As sales records frequently consist of duplicate 
invoices bound and summarized, it is also necessary to make a test to see 
that all invoices have been included in the summary. This involves check- 
ing from the duplicate invoices to the summary, which should then be 
footed. The postings should be verified, but when a controlling account 
is kept it is usually considered sufficient to prove the posting of the totals 
to the controlling account. This is done on the theory that if the con- 
trolling account is correct, and if the trial balance of the subsidiary ledger 
agrees with the control, the detailed posting must have been made, although 
not necessarily to the proper personal account. It is usually thought to 
be safe to rely upon the customer who was incorrectly charged to bring 
erroneous postings of this kind to light. 

Having verified the charges, attention should next be given to the 
credits. In order to be sure that lapping has not taken place, it is advis- 
able to compare the daily receipts and customers’ credits with the bank 
deposits for a series of successive days. The controlling account column 
in the cash book should be footed and the postings verified. 

Attention should then be given to non-cash, or journal credits to cus- 
tomers, to be sure that fraud is not being covered by unauthorized credits 
for returns and allowances or for discounts. 

A trial balance of the subsidiary customers’ ledger should then be 
checked against the customers’ balances to be sure that all customers’ 
accounts are represented in the trial balance and that no balances appear 
in the trial balance which are not represented by accounts. The trial 
balance should then be footed and the total compared with the balance of 
the controlling account. 

The accounts receivable should be examined in detail to determine 
whether any accounts are old and probably uncollectible, to discover 
whether accounts with officers and employees are improperly included 
among the customers’ accounts, and to ascertain whether consignments 
have been improperly classified as accounts receivable. If the client will 
consent to such a procedure, it is advisable to send statements to all cus- 
tomers with a request for confirmation. 


3. Do you consider the periodizing of the outstanding accounts- 
receivable balances as the best method of determining the adequacy of the 
reserve for bad debts? Give reasons. 


Answer: 
While the determination of the age of each customer’s account is 
desirable in determining the adequacy of the reserve for bad debts, it is 
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usually not necessary to undertake the work of complete periodizing of 
all outstanding accounts by classification in columns for various ages, such 
as 30 days, 60 days, 90 days, etc. The preparation of a complete period- 
izing analysis of all accounts involves a great deal of work and is rarely 
undertaken except under unusual circumstances. It is usually considered 
sufficient to scrutinize each account and determine whether it is so old 
that it will probably not be collected. Such old accounts can then be noted 
on the trial balance and be taken up for discussion. This much work 
should certainly be done. 

A reserve equal only to the estimated loss on old accounts will usually 
not be adequate to cover the total loss on all open accounts because of the 
fact that many accounts which are current at the date of the balance-sheet 
will finally lag into the past-due status and will not be collected. If the 
reserve is to provide for all probable loss on accounts now current as well 
as on past-due accounts, it is advisable. to supplement the periodizing 
process by determining the ratio of bad-debt losses to sales in past periods. 
The rate of loss thus ascertained to have applied in the past should then 
be applied to the sales of the period in order to determine the loss which 
will be sustained in the future if the accounts now on the books prove to 
be uncollectible to the same degree that prevailed in the past. 


4, Corporation A has taken over the assets and liabilities of corpora- 
tions B and C. The assets and liabilities have been merged with those of 
corporation A. In what circumstances may the amount of the goodwill 
account of corporation A be (a) decreased; (b) increased? 


Answer: 

When a corporation buys the assets and assumes the liabilities of 
another company, an appraisal should be made to ascertain the present 
value of the properties taken over. If the purchase price exceeds the 
value of the net assets as thus ascertained, the excess is usually regarded 
as goodwill, and may be added to the goodwill account of the purchasing 
company. On the other hand, if the value of the net assets as shown by 
the appraisal exceeds the purchase price, there does not seem to be any 
necessity for applying this excess as a deduction from the goodwill already 
on the books of the purchasing corporation or added to the account as a 
result of excess payments made in the purchase of the net aSsets of other 
companies. If the purchasing company had a valid goodwill of its own, 
or if it paid for goodwill in acquiring the net assets of one company, this 
goodwill can scarcely be said to be reduced by a fortunate purchase in 
acquiring the assets of another company at less than their real value. It 
would seem, therefore, that the purchasing company would be justified in 
putting the assets thus fortunately purchased on the books at their 
appraised value, and setting up a capital surplus account for the excess 
of the value of the net assets over the purchase price. 


5. You are examining the accounts of a mercantile corporation which 
has several selling branches but all shipments are made and all customers 
are billed by the main office. It is not intended that you shall visit the 
branches. Outline a procedure for the verification of the branch balances. 
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Answer: 

It is rather difficult to answer this question because the question does 
not contain much information as to the nature of the accounts kept by 
the branch. When a selling branch merely takes orders which are 
shipped from the home office and billed by the home office, the branch 
records usually consist only of a cash record of expenses. A working fund 
is maintained at the branch, which should in reality be called an agency, 
and this working fund is replenished by the home office after the agency 
submits a statement of expenditures. 

The best procedure would be to delegate some local accountant to 
make an examination of the branch records and verify all expenditures by 
examination of the vouchers. This, however, may be ruled out of the 
answer by inference, for the question states that the auditor in charge is 
not to visit the branch. This may mean that he is not to delegate an 
agent. If this is the case about the only way that an adequate verification 
of expenditures could be made, would be by having the branch forward 
its vouchers to the home office where they could be examined. 


6. On February 15, 1924, you are called on to audit the books of a 
concern for the calendar year 1923. State in detail how you will verify 
as of December 3lst the balance-sheet items (a) cash, (b) notes receiv- 
able, and (c) accounts payable? 

Answer: 

(a) A certificate should be obtained from the bank, stating the amount 
of the cash balance at December 31, 1923. The cash on hand should be 
counted at some date as soon after February 15, 1924, as possible, and the 
bank should be requested to furnish a statement with canceled cheques as 
of the same date as the cash count. The bank account should then be 
reconciled as of the date of this statement, and the balance at December 31, 
1923, should be determined by working back from the balance at the date 
of the cash count. This is accomplished by adding to this balance all 
disbursements since December 31, 1923, and deducting all receipts. This 
work should be done in addition to the comparison of receipts with bank 
deposits during the period, and the checking of canceled cheques against 
the cash book. The extent of this detail work would depend upon the 
scope of the audit. 

(b) A list of the notes receivable on hand at the date of the audit 
should be prepared, and verified by inspection of the notes or by certificates 
from any depositaries. In order to work back to the notes on hand at 
December 31st it will be necessary to eliminate those notes which have 
been received since that date, and to add back any notes which the records 
show to have been paid or otherwise disposed of during the interim. 

(c) Statements received from creditors as of December 3lst should 
be compared with the accounts payable appearing on the books. Entries 
made in the records during January for purchases, expenses or other 
expenditures, should be checked against invoices and other vouchers to 
see whether any of the items are applicable to the preceding year. 


7. After all credits, exemptions and deductions A and B have net 
incomes of $7,500 each. All of A’s income is derived from dividends on 
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stocks of domestic corporations; B’s from salary and commissions. At 
what rates will each be assessed under the federal income-tax law of 1921? 
Answer: 
Assuming the income was received after January 1, 1922: 
A 19% surtax only on $1,500. 
B Normal tax: 
$4,000.00 at 4%. 
3,500.00 at 8%. 
Surtax: 
$1,500.00 at 1%. 


8. A died February 14, 1923. What return or returns under the fed- 
eral income-tax law of 1921 should be made by A’s executor, and when? 


Answer: 

(1) A return should be made for the portion of the year during 
which the decedent lived, which return the executor or administrator may 
file immediately after his appointment and qualification without waiting 
for the close of the taxable year. Any income return required to be filed 
for a decedent is due on the fifteenth day of the third month following 
the close of the taxable year during which the decedent dies. 


(2) A return is required during the period of administration of the 
estate, which is due on the fifteenth day of the third month following the 
close of the taxable year of the estate, but upon completion of the admin- 
istration of the estate and final accounting an executor or administrator 
may immediately file a return of income of the estate for the fractional 
part of the taxable year in which the administration was closed, attaching 
to the return a certified copy of the order for his discharge. 


9. In 1917, A bought 100 shares of stock for $10,000. In 1922 he 
received an “extra dividend from profits earned prior to 1913” of $2,000. 
Thereupon (1922) he sold the stock for $6,000. What return of these 
transactions should he make for 1922? 


Answer: 

(1) The dividend of $2,000 frora profits accumulated prior to March 1, 
1913, is not taxable and should not be reported. 

(2) A loss of $2,000 should be deducted in the return for the year 
1922. This loss is computed as follows: 


oe Serr ree Se $10,000.00 
errr ae ae 6,000.00 

RUE ovina whores ew snud ove eeeee neeae $ 4,000.00 
Tax-free distribution applied to reduce loss.... 2,000.00 
Remainder, deductible loss .................. $ 2,000.00 


10. In certifying without qualification to a balance-sheet what responsi- 
bilities—financial, legal and moral—to your client and to the public will 
you consider that you have assumed? 
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Answer: 

In certifying without qualification to a balance-sheet, an auditor assumes 
a legal responsibility for having exercised ordinary skill and diligence in 
determining that the balance-sheet represents the true financial condition of 
the concern. He certainly would be liable for willful concealment of essen- 
tial facts and would theoretically be liable for negligence which resulted 
in a failure to determine significant information. However, the legal 
decisions do not furnish very definite or satisfactory standards for deter- 
mining when an auditor has been guilty of negligence. 

Under present conditions, therefore, the auditor should feel a greater 
moral responsibility than is imposed upon him by law. He should feel a 
responsibility for submitting a statement which discloses the financial 
condition in an essentially truthful manner. An important item must not 
be omitted or classified in such a manner that its real significance will 
be lost sight of; but this rule does not apply necessarily to items which, 
by comparison with the other amounts in the balance-sheet, are so trivial 
as to be relatively insignificant. 


FEDERAL TAXES AND EMPLOYEES’ BONUSES 

Several months ago some space was devoted in this department to a 
discussion of the question of the propriety of deducting federal taxes 
from profits in arriving at net profits subject to bonuses. The following 
letter from an attorney cites a number of court decisions which may be 
of interest. 

The editor doubts whether English decisions are conclusive, partly 
because of the differences between the English and the American laws, 
and partly because the decisions are those of English courts. The editor 
also questions the validity of the argument in the last part of the letter, 
dealing with departments. There are certain general expenses which are 
not easily distributable among departments. If an employee’s bonus is to 
be based on the profits of a particular department it probably would not 
be proper to deduct a portion of the interest, for example, paid on bonds 
and other liabilities. But that does not mean that the interest would not 
be properly deductible in determining the net profits of the business as a 
whole, if an employee were entitled to a bonus based on the total profits. 


Editor, Students’ Department: 


Sir: I have read the discussion of the question of federal taxes and 
employees’ bonuses in the Students’ Department of your issues of July 
and December, 1922, and June, 1923, and have found them both interesting 
and instructive. But, as the matter is left rather undecided, I thought 
you might appreciate a brief ontline of the court decisions upon the ques- 
tion as I have found them in my research. 

The question has not been passed upon by an American court of iast 
resort to this date, so far as I can ascertain. There is one decision squarely 
in point, however, which was rendered by an inferior court and is reported 
in > 199 New York Supplement, at page 617. It is the case of Stanley 
vs. Leary. 

In that case, following closely the reasoning of Mr. Charles F. Seeger, 
the court holds as follows: 

“The compensation of an employee is an expense of the business and 
is properly deductible before taxes are paid. The a for such 
deduction is found in section 214 of the law (Revenue Act 1918, 40 St. 
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1066) U. S. Compt. St. Ann. Supp. 1919, 6336 1/8 g), which provides that 
all necessary expenses, ‘including a reasonable allowance for salaries or 
other compensation for personal services actually rendered,’ may be 
deducted, and the amount of such deductions is not subject to review by 
the treasury department. United States vs. Philadelphia Knitting Mill 
Co. (D. C.) 268 Fed. 270. A bonus paid to employees is deductible (Ross- 
more on Federal Income Tax Problems (1922), p. 113); so are salaries 
in the form of contingent compensation (Rossmore, p. 116). The right 
to deduct a salary based upon the amount of business done on the theory 
that such is an expense of the business has been recognized in Benneti vs. 
Millville Imp. Co., 67 N. J. Law, 320, 323, 51 Atl. 706. That question was 
not passed upon by the circuit court of appeals in Ransome Concrete 
Machinery Co. vs. Moody, 282 Fed. 29. The district court expressed no 
opinion on that question, 282 Fed. 36. * * * It would seem, therefore, that 
inasmuch as the amount of plaintiff's commission was deductible as an 
item of expense, such computations should be based upon the profits before 
any deduction for the payment of taxes.” 


An examination of the case of Ransome vs. Moody, 282 Fed. 29, 
will confirm one in the opinion that the decision of the New York court 
is the correct solution of the question. In that latter case the court said 
(page 36): 

“As to the second proposition, I agree with the reasoning of Patton, etc., 
Syndicate vs. Etherington (1919), 1 Ch. 306, in respect of excess-profits 
tax. As to the national income tax, I express no opinion, because after 
reflection, the whole amount involved is too small to affect results. The 
point is very perplexing and I am firmly of the opinion that no well- 
advised employer would use the phrase ‘net profits’ so that a servant in 
receipt of commission would be sure of his share of what the agreement 
called ‘profits,’ and yet, after paying the so-called income tax, the employer 
would have no profits left.” 


It will be noted that following the English decision, the court here is 
led into the patent error of distinguishing between excess-profits and 
income tax and also of supposing a case where an employee might receive 
a share of profits while after paying the tax, nothing would be left to the 
employer. Of course this is an impossibility, because, as so well stated 
by the New York court, the bonus of the employee is a deductible expense 
and the tax can be but a percentage of that portion which remains to the 
employer. 

An analysis of the English decisions will well support the decision of 
the New York court that the bonus must be figured before income and 
excess-profits taxes are deducted. What is said in the Ransome case 
(282 Fed. 36) is based upon the decision in the case of Syndicate vs. 
Etherington, Law Reports (1919), 1 Ch. 306. In that case Etherington 
was appointed works manager of the plaintiff corporation, the contract 
providing for the payment to him of a stipulated sum each year and 
further “And shall also pay to the works manager at the end of each 
business year of the company during the continuance of this agreement 
and within seven days of the holding of the annual general meeting, a 
further sum by way of commission, such sum to be. made up as follows: 
(1) 5 per cent. upon the net profits for the year (if any) of the said 
business up to £5,000. (2) 7% per cent. upon such net profits for the 
year as exceeds £5,000.” 

“On June 25, 1918, the company took out this summons to determine 
whether upon the true construction of the agreement for the purpose of 
calculating the amount described in clause 5 as ‘a further sum by way 
of commission’ and agreed to be paid to the defendant ‘at the end of each 
business year’ the ‘net profits’ referred to in the clause ought to be ascer- 
tained (a) after deducting, or (b) without deducting any excess profits 
duty payable by the plaintiff in or in respect of such year.” 
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Only excess-profits duty and not income tax was involved in this case. 
In approaching the decision of this question, the court said (page 309) : 


“I would merely by way of introduction to what follows emphasize 
the fact that the profits with reference to which the duty is, according to 
the act of 1915, computed, are not, either nominally, or in any sense ‘net 
profits’ of a business, the phrase with which we are here concerned. The 
standard of ‘profits’ thereby fixed is an arbitrary standard set up by the 
legislature for the purpose only of the tax and results in a fund which 
differs both from that represented by the returns of profit for the purpose 
of income tax, and, in many far-reaching respects alike of omission and 
addition from the ordinary acceptation of these words.” 

The court thereupon, while admitting that income tax unquestionably 
could not be deducted in ascertaining net profits, finds that by reason of 
the fact that excess-profits tax is levied upon the fund thus arbitrarily 
fixed and is a debt to the crown payable irrespective of the existence or 
non-existence of net profits, the deduction is a proper one. 

Our American excess-profits tax is levied in a different manner. It 
and the income tax are both, like the English income tax, levied upon and 
determined by the net profits of the business after deducting all expenses, 
including the compensation of employees. So it will be seen that while the 
English decisions respecting income tax are extremely persuasive in de- 
termining the question under consideration, the holdings of their courts 
respecting the British excess-profits tax cannot be analogous. 

In all of the English cases it is conceded that income tax is not 
deductible before ascertaining profits for the purpose of determining the 
compensation of an employee. The rule is established in the case of 
Attorney General vs. Ashton (1904), 2 Ch. 624, from which the court in 
the Etherington case quotes the following language with approval (p. 313) : 


“The income tax is a part of the profits—namely, such part as the 
revenue is entitled to take out of the profits. A sum which is an expense 
which must be borne whether profits are earned or not may no doubt be 
deducted before arriving at profit. But a proportionate part of the profits 
payable to the revenue is not a deduction before arriving at, but a part of 
the profits themselves.” 

The same langrage is also quoted with approval and commented upon 
in the case of Johnson vs. Chestergate Hat Manufacturing Co., L. R. 
(1915), 2 Ch. 338. In that case, the manager of the defendant’s entire 
plant was by contract to receive a percentage of the net profits. The con- 
tract provided that “net profits” meant the “sum available for dividends.” 
The company contended that it had the right to deduct the income tax from 
the profits before calculating the manager’s percentage. The court rules 
otherwise, saying: 

“*The income tax is a part of the profits—namely, such part as the 
revenue is entitled to take out of the profits. A sum which is an expense 
which must be borne whether profits are earned or not may no doubt be 
deducted before arriving at profit. But a proportionate part of the profits 
payable to the revenue is not a deduction before arriving at, but a part of 
the profits themselves. If I were to allow, as the company claims I 
should allow, the income tax to be deducted before arriving at ‘the sum 
available for dividends,’ on which the amount payable to the plaintiff is to 
be calculated, I should be treating the income tax as an expense payable 
before the net profits were ascertained, instead of treating it, as I think I 
must do on the language of the income-tax act, as a part of the net profits 
themselves.” 

But there is another class of cases in which the question of “Federal 
Taxes and Employees’ Bonuses” may arise, that is, where the employee 
receives a per cent. of the net profits of one of several departments of the 
employer’s business. To use my own case as an illustration: The L. & H. 
Co. operated a coal mine and also did a coal jobbing business. It employed 
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D as its manager, agreeing that as his compensation he was to receive 
“25 per cent. of the net profits of the jobbing business.” Under this state 
of facts, D’s compensation becomes one of the expenses of the business 
transacted and it is the balance which becomes a part of the income of the 
corporation, upon the whole of which the tax is levied. No income or 
excess-profits tax is levied against the department and the employer is not 
entitled to charge any portion thereof as an operating expense of that 
department. 

In the case of Thomas vs. Hamlyn, L. R. (1917), 1 King’s Bench, 
527, the plaintiff, an employee, was to receive as compensation a percent- 
age of the net profits of four of the numerous branches of the employer’s 
business. The employer admitted that it had no right to a deduction on 
account of income tax, but claimed the right to deduct a proportion of the 
excess-profits tax paid by it. This right was denied by the court, saying: 


“I think, therefore, that upon the broad question the plaintiff is right. 
Further, when we consider this particular agreement, the plaintiff is 
clearly right upon another ground. This business has numerous branches 
and the plaintiff is concerned only with four of them, and he is entitled 
to a percentage upon the net profits of those four branches when taken 
together. There is no excess-profits duty in respect to any particular 
branch; it is a tax upon the business as a whole. Therefore, under this 
agreement, there cannot be any question of deducting excess-profits duty.” 

A consideration of this situation must of necessity answer the ques- 
tion. Suppose the jobbing business made a profit, but the mine suffered 
an equal loss. The corporation pays no tax. Is the employee relieved of 
the deduction by reason of a loss in a department in which he has no 
interest? On the other hand, suppose the jobbing business made a rea- 
sonable profit, while the mining business prospered to such an extent that 
the corporation pays a tax amounting to approximately forty per cent. of 
its total net profits. Is the employee to suffer a deduction by reason of 
a prosperity in which he is precluded from sharing? 

D’s compensation, being based upon the net profits of certain trans- 
actions, those transactions alone must be considered in determining its 
amount. This has been decided in both the United States and in England. 
In the case of Stilphen vs. Elliott, 173 Pac. Rept. 700, the supreme court 
of Utah held: 


“The term ‘net profits’ in a contract providing plaintiff should receive 
ten per cent. of the net profits accruing on any business he closed for the 
defendant company, means the ‘net profits’ on contracts or work plaintiff 
obtained, and the expenses of operating defendant’s business must not be 
considered in determining compensation.” 

In the case of British Columbia Spar Company, in re Stamp Claim, 
25 Law Times (N. S.), 653, the Vice-chancellor held that where the 
remuneration of the manager of a company was a moiety of only a portion 
of the company’s business, only the expenses necessary on account of that 
particular portion are deductible in calculating the moiety and none of the 
general expenses of the company are deductible. 

I submit, therefore, that both upon authority and sound reason, the 
question asked by G. J. P. of Walla Walla, Washington, in your issue of 
December, 1922, must be answered that the tax paid is not a fair charge 
against the departments for the purpose of determining the salary of the 
employee. 

Yours very truly, 
Kansas City, Missouri, November 20, 1923. Cates S. Monroe. 





Scovell, Wellington & Co. announce the removal of their Chicago 
office to the London Guarantee & Accident building, 360 North Michigan 
avenue, at the Michigan boulevard bridge. 


232 








Book Reviews 


THE BALANCE-SHEET—ITS IMPORTANCE, CONTENT AND 
PREPARATION, by CuHartes B. Covucnman. The Journal of 
Accountancy, Incorporated, New York. 287 pages. 


This is the first book to bear the imprint of The Journal of Account- 
ancy, Incorporated, as publisher. In the opinion of the writer, THE 
JouRNAL is fortunate in the choice of the medium with which to signalize 
its first venture into the book-publishing field, and if succeeding ventures 
are selected with equal discrimination, he predicts a well deserved repu- 
tation for it as a publisher of professional and technical books which are 
worth while. 

In the recent publication of Audit Working Papers, the American 
Institute of Accountants’ Foundation made a contribution to our accounting 
literature in an important field hitherto wholly neglected. Now, another 
related and affiliated enterprise of the Institute presents the business and 
professional public a book dealing with a subject of first importance. 
Others have written articles dealing with the content and preparation of 
the balance-sheet, but no one seems to have dealt with the subject from 
the standpoint from which it is treated in Mr. Couchman’s book. 

While this book deals with a highly technical subject, its style and 
method of presentation is so simple and direct that it does not impress the 
reader with the erudition and profundity of the author, but rather with his 
practical experience and his practical knowledge of his subject. Theoretic 
discussions and abstractions are subordinated to practical presentation of 
the subject and, when introduced at all, which is but rarely, they are 
merely incidental to explanations of the reasoning back of differing 
opinions. 

In its restricted and special field, the book is almost encyclopedic in 
character and hence it is difficult to select any one feature for special 
comment. In this respect an attempt to review it would be something like 
trying to review the dictionary. Perhaps an enumeration of chapter 
headings and a quotation from the opening chapter of the book will furnish 
some idea of its scope and contents. 


First, the quotation: 


“It is the purpose of this book, not only to discuss the balance- 
sheet forms and arrangements, but to give with regard to each classi- 
fication generally found in balance-sheets as clear an idea as possible of 
exactly what facts should be included in it and the accepted methods 
of valuing or measuring it, as these ideas have gradually become defined 
in the opinions and practice of business men, accountants and other 
financial authorities. With regard to certain of these classifications a 
specific understanding is now generally accepted. With regard to 
others, the idea is still in a state of development and uncertainty. To 
one authority it means one thing; to another authority, equally eminent, 
it means a slightly different thing. It is here attempted to state all 
that is generally accepted—to express as it were the common denomi- 
nator - understanding. 

“It must be kept in mind that there is no potentate of accountancy 
who decrees that a certain term shall mean thus or so. Rather, the 
meaning today is the result of a gradual development, which may 
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carry it on to quite a different meaning tomorrow. This is true of all 

the principles which find expression in accountancy today. They are 

not the result of some vote of legislature or committee or any other 
body, instead they are merely the classified result of the accumulated 
experiences of business men.” 

After an introduction by Edward E. Gore, Chapters I to V lay the 
foundation for an exposition of the various balance-sheet classifications 
(which comprise the main scope of the book) under the following major 
heads: 

Theory of the Balance-sheet. 
Foundation of the Balance-sheet. 
Elements of a Balance-sheet. 
Valuation of Assets. 

Theory of Assets Reduction. 

Chapters VI to XIX take up the balance-sheet classifications them- 
selves as well as the several accounts contained therein, discuss what should 
and what should not be included in each account, with merely incidental 
reference to the bookkeeping machinery for accumulating the necessary 
data, under the following major heads: 

Current Assets. 

Inventories. 

Investments and Funds. 
Investments in Leased Property. 
Fixed or Permanent Assets. 
Intangibles. 

Goodwill. 

Prepared Expenses and Deferred Charges. 
The Current Liabilities. 

Funded or Long-time Liabilities. 
Capital. 

Capital Stock. 

Surplus 

Reserves. 

Chapters XX and XXI deal with Comparative Balance-sheets and 
Consolidated Balance-sheets, their purpose, arrangement and preparation. 

Chapter XXII is devoted to the Certification of Balance-sheets; 
Chapter XXIII to the Balance-sheet for Credit Purposes, and Chapter 
XXIV to the related Statement of Affairs. 

Up to this point the book is intensely practical and severely subordi- 
nates theoretic speculation to practical exposition of approved custom and 
correct usage. Now, the author suddenly becomes a theorist of the nth 
power and devotes Chapter XXV to an exposition of the fundamental error 
in the present and usual treatment, and to the presentation of a better 
method of recording and displaying, Cash Discounts. For its avowed 
purpose, the book would have been complete without this chapter but, 
seemingly, the author could not forego an opportunity to exploit a pet 
hobby. I, for one, am thankful that he did not resist the temptation to 
include a chapter on a subject which is somewhat extraneous to the main 
purpose of his book. 

Besides a comprehensive table of contents, the book is provided with 
an alphabetically arranged index which is calculated to make it very useful 
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as a handbook of reference and also as a textbook or collateral reading for 
students. A very valuable feature is the scheme of cross referencing in 
the text by means of paragraphing the book with symbols consisting of a 
composite chapter and paragraph number. 

The book was read by the writer in manuscript, it being his duty as 
one of the officers of The Journal of Accountancy, Incorporated, to read 
and appraise it before accepting the manuscript for publication. A quo- 
tation from his letter returning the manuscript epitomizes his opinion: 

“It is my opinion that Mr. Couchman has written a mighty good 
book and one that may be read and studied with much profit, not only 
by the student but also by the experienced accountant. The subject is 
approached from a new angle and one which should throw considerable 
light into some unilluminated corners. I especially like the brushing 
aside of all metaphysical mumbly-cum-spludge about algebraic equation 
and personification theories of double entry and other alleged scientific 
make-believe and placing the subject upon a purely empirical basis 
where it belongs.” 


The book is a valuable addition to every accountant’s library. 
Cart H. Nav. 





MODERN BUSINESS MATHEMATICS, by Georce H. Van Tvuyt. 
American Book Company, New York. 307 pages. 


This volume covers the field of business mathematics from the simple 
rules of arithmetic to progressions, logarithms and annuities in a clear 
and concise way. Students, business men and accountants here can find 
answers or secure information on subjects usually found only in several 
different volumes. The reader’s attention is called to the author’s chapter 
on depreciation and his discussion of the diminishing value theory. 


D. D. F. MACKENZIE. 





English-speaking Accountants in Paris 

The fourth quarterly luncheon of English-speaking accountants prac- 
tising in Paris was held January 30, 1924, at the Restaurant Weber, Rue 
Royale, Paris. Oscar Fawcett, the secretary, presided. There was an 
interesting discussion on the subject of Taxation in Paris. Oscar Fawcett 
was reélected secretary for the ensuing year. The following were elected 
members of the committee: F. Carloss Griffiths, Edmund Heisch, J. 
Balfour Horne, A. Lovibond, W. Ernest Seatree and T. E. Sherlock Smith. 

It was decided that the next quarterly luncheon should be held April 
30, 1924. 


Daniel H. Kernaghan 


Daniel H. Kernaghan, member of the American Institute of Account- 
ants, certified public accountant of Texas, died December 28, 1923. Mr. 
Kernaghan had been in practice in Texas for many years and did much 
toward the uplifting of his profession in that state. 
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